The  President's  Message 


This  report  is  the  latest  in  a series  of  publications  documenting  the  impact  of  the 
Massachusetts  fiscal  crisis  on  human  services.  The  project  from  which  it  stems 
originated  in  1989  as  an  unsolicited  effort  to  investigate  many  of  the  questions  and 
concerns  that  arose  out  of  the  economic  downturn  and  subsequent  fiscal  austerity  of  the 
Commonwealth's  post-"Massachusetts  Miracle"  period. 

As  the  project  enters  its  third  year,  it  has  expanded  both  in  size  and  scope.  It  has  grown 
beyond  our  original  Boston  focus  to  become  a statewide  effort.  And  with  more  than 
two  years  experience,  we  can  now  view  the  crisis  in  more  dynamic  terms  than  we  could 
in  1990. 

In  1991,  we  learned  that  our  earlier  findings  on  crisis  impacts  in  Boston  are  mirrored 
statewide.  Moreover,  given  the  budget  levels  enacted  for  1992  and  those  projected  for 
1993,  we  believe  that  the  impacts  and  trends  we  observed  in  '90  and  '91  will  continue 
and  will  accelerate  in  the  coming  years. 

Consequently,  this  report  emphasizes  that  the  crisis  is  not  yet  over.  Fiscal  and 
programmatic  pressures  from  the  state,  as  well  as  pressures  from  the  community,  are 
giving  rise  to  changes  in  the  system,  as  individual  providers  attempt  to  cope,  that  may 
permanently  alter  the  shape  of  human  services.  As  such,  in  this  report  we  urge  the 
Commonwealth  of  Massachusetts  to  mount  a deliberate  reform  effort  based  upon  needs 
of  both  the  clients  and  the  provider  sector  in  order  to  preempt  a laissez-faire 
restructuring  of  human  services. 

We  believe  our  observations  in  Massachusetts  may  hold  lessons  for  many  of  the  other 
30  or  so  states  that  were  forced  to  wrestle  with  revenue  shortfalls  in  1991. 

Consequently,  it  is  our  hope  that  the  recommendations  and  the  observations  we  report 
here  will  be  useful  to  policymakers  and  observers  both  within  and  beyond  the  borders 
of  the  Commonwealth. 


In  the  production  of  this  report  we  gratefully  acknowledge: 

The  Bank  of  Boston  for  printing  this  publication  with  particular  thanks  to 
Brenda  Corbin  and  Carol  Clingan;  and  to 

Ingalls,  Quinn  & Johnson  for  the  cover  design,  especially  Khari  Streeter,  the 
artist,  and  Karen  DeWolfe. 
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Executive  Summary 


The  Massachusetts  fiscal  crisis  isn't  over  yet.  Fiscal  year  1991,  the  fourth  year  of  crisis, 
ended  with  a surplus,  but  spending  for  most  human  services  programs  declined.  Fiscal 
year  1992  may  end  with  a surplus  as  well,  but  spending  on  most  programs  will  decline 
again,  and  for  most,  even  more  rapidly  than  in  '91.  The  outlook  for  1993  is  not  good. 
Seen  in  terms  of  the  resources  available  to  provide  services,  the  conclusion  is 
unmistakable:  Pay  attention  to  the  crisis  and  to  its  effects  because  it  isn't  over  yet.  This 
is  the  simplest  and  most  urgent  message  of  this  report;  we  cannot  emphasize  it  enough. 

This  report  is  one  in  a series  published  over  the  past  two  years  by  The  Social  Policy 
Research  Group  (SPRG).  Its  aim,  like  those  preceding  it,  is  to  document  the  impact  of 
the  crisis  on  human  services.  And  like  the  others,  it  focuses  especially  on  community- 
based  services  provided  by  private  provider  organizations.  These  activities  represent 
about  10%  of  all  state  expenditures  and  about  20%  of  all  human  services  spending,  but 
they  are  among  those  most  likely  to  directly  touch  the  lives  of  the  state's  citizens.  The 
Budget  Crisis  Impact  Study  concentrates  on  these  community-based  services  because  of 
their  growing  importance  in  the  state's  overall  human  services  effort,  because  they  are 
so  poorly  understood,  and  because,  as  discretionary  spending  items,  they  have  been 
particularly  vulnerable  to  budget  actions  all  through  this  crisis.  The  results  presented 
here  are  based  on  a series  of  surveys  conducted  in  the  Winter  and  Spring  of  1991. 

The  findings  portray  a system  in  crisis  and  transition.  Private  providers  of  community- 
based  human  services  in  Massachusetts  face  the  dual  pressures  of  adjusting  both  to 
increasingly  scarce  funds  and  to  rising  community  needs.  Financial  weakness  limits 
their  ability  to  adapt.  Long-term  policy  shifts,  which  have  tended  to  increase  the 
relative  importance  of  community-based  services,  have  been  accelerated  by  the  policy 
choices  made  by  the  current  administration.  While  the  private-providers  would 
ordinarily  welcome  an  increase  in  their  service  delivery  role,  under  current  conditions 
these  shifts  only  serve  to  increase  further  the  pressures  on  the  system.  Already,  these 
stresses  may  threaten  the  policy  innovations  of  the  Weld  administration. 

Reorganization  of  the  system  now  seems  inevitable.  Internally,  this  process  is  being 
driven  by  financial  stress.  Externally,  by  state  policy  actions.  In  offering  conclusions 
and  recommendations  in  this  report,  we  are  cognizant  of  these,  often  conflicting, 
trajectories,  and  are  aware,  as  well,  of  the  historical  shortcomings  of  the  purchase-of- 
service  system  - shortcomings  documented  by  would-be  reformers  and  by  SPRG's 
research. 

The  bulk  of  this  report  documents  the  impacts  of  the  crisis  in  fiscal  year  1991.  This 
backward  look  must  be  taken  with  our  opening  declaration  in  mind.  We  cannot  yet 
speak  about  the  crisis  as  if  it  were  a tornado,  devastating  but  now  past.  The  fiscal  crisis 
isn't  over.  The  state's  leadership  crisis  may  be,  at  least  for  now.  With  deep  cuts  in  staff 
and  program,  many  documented  on  these  pages,  and  the  implementation  of  tax 
increases  enacted  early  in  the  year,  the  Commonwealth  of  Massachusetts  closed  fiscal 
year  1991  with  a budget  surplus  of  $215  million.  William  Weld,  the  newly  elected 
Republican  governor,  also  engineered  passage  of  a fiscal  year  1992  budget  that  contains 
even  deeper  cuts  and  no  new  taxes.  As  of  this  writing  (October  1991),  the  Governor  has 
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held  sway  on  his  1992  plan,  most  recently  when  the  Legislature  capitulated  and 
adopted  his  version  of  a scaled-back  General  Relief  program  (see  Chapter  3). 

But  the  fiscal  crisis  was  always  more  than  a leadership  crisis.  Deep  economic  problems 
fuel  it  as  well.  The  Massachusetts  economy  is  in  its  worst  slump  in  memory,  and 
forecasters  are  pessimistic  about  the  prospects  of  a strong  recovery  soon.  The  state's 
unemployment  rate,  over  9%,  is  lately  the  highest  among  the  industrial  states.  During 
the  12  months  ending  in  July  1991,  the  total  number  of  jobs  in  the  state  contracted  by 
5.3%,  or  157,000.  Tax  revenues  for  the  current  year,  fiscal  year  1992,  are  projected  to  fall 
by  7.8%.  This  prediction  has  generated  considerable  controversy^  even  though  a 
similar  decline  would  have  obtained  in  fiscal  year  1991  if  not  for  a billion-dollar  tax 
increase.^  We  won't  enter  this  debate;  one  fact,  however,  underscores  the  historical 
dimensions  of  current  conditions.  The  total  incomes  of  the  state's  residents  felP  during 
the  two  most  recent  quarters  for  which  we  have  data.  This,  we  are  told,  has  not 
happened  in  the  post-World  War  II  period  (before  that  the  data  are  not  comparable). 
The  point  is  clear.  The  fiscal  crisis  should  still  be  taken  very  seriously.  The 
administration  predicts  a further  tax  revenue  decline,  of  0.5%,  in  fiscal  year  1993,  and 
admits  that  it  will  again  be  at  great  pains  to  balance  the  spending  plan. 


The  Goals  and  History  of  the  Project 

The  Social  Policy  Research  Group,  Inc.,  (SPRG)  began  this  project  in  the  summer  of  1989 
in  response  to  increasing  uncertainty  about  what  effects  the  fiscal  crisis  would  have  on 
human  services  and  what  might  be  done  about  them.  Stressing  the  System,  the  first 
project  report,  released  in  September  1990,  capped  the  first  year  of  work  and 
documented  the  impacts  of  the  crisis  in  Boston  during  fiscal  year  1990.  A special 
update  report.  No  Substitute  for  Reform,  released  in  May,  1991,  provided  a statewide 
assessment  of  impacts  and  a first  look  at  fiscal  year  1992.  These  two  reports  are  briefly 
summarized  in  the  introduction  to  this  report.  A poor  understanding  of  the  complex 
system  of  community-based  providers  was  at  least  one  source  of  this  uncertainty  and 
the  anxiety  it  brought.  We  therefore  decided  that,  in  addition  to  documenting  impacts, 
a basic  goal  of  the  study  would  be  to  provide  a thorough  description  of  the  system  that 
delivers  human  services  at  the  community  level.  That  description  is  given  in  our  1990 
publication.  Primer  on  Human  Services  in  Boston. 

A director  of  one  daycare  agency  responding  to  our  survey  may  have  provided  the  best 
summary  of  our  reasons  for  conducting  the  study: 

The  problem  relating  to  this  current  crisis  is  the  continuing  random  approach  to 
the  necessity  to  cut,  so  that  individual  agencies  have  no  ability  to  plan.  Nor 
does  the  state  have  any  idea  as  to  the  effect  of  their  actions,  either  on  individual 
agencies  or  the  daycare  industry  as  a whole. 

The  project  began  by  asking  five  basic  questions.  As  the  study  enters  its  third  year, 
these  questions  remain  the  same.  We  summarize  them  below. 
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• How  has  the  fiscal  crisis  affected  funding  for  human  services? 

• What  changes  in  agency  operations  and  service  delivery  have 
occurred  as  a result  of  funding  changes? 

• How  have  agency  clients  and  caseloads  been  affected,  and  what  is  the 
effect  on  the  community  as  a whole? 

• How  have  funding  reductions  affected  the  entire  system  of  care? 

• What  are  the  policy  implications? 


Portrait  of  a System  Under  Pressure 

The  basic  findings  of  this  study  might  be  put  simply:  Financially  weak  providers  are 
simultaneously  facing  a funding  crisis  and  a rise  in  community  needs. 

Part  Two  of  the  report  documents  some  of  the  pressures  that  private  community-based 
providers  faced  in  fiscal  year  1991.  These  we  classify  in  three  areas:  (1)  funding  scarcity; 
(2)  increasing  community  demands;  and  (3)  financial  vulnerability. 

Funding  Scarcity 

• Four-out-of-five  agencies  responding  to  SPRG's  surveys  reported 
real-dollar  reductions  in  state  contract  funding  for  fiscal  year  1991. 

The  total  value  of  this  funding,  in  current  dollars,  fell  by  2.4%,  and 
half  of  all  agencies  reported  declines.  State  contracts  represented 
more  than  one-half  of  the  budgets  of  the  agencies  studied. 

• Likewise,  72%  of  all  agencies  reported  declines  in  the  real-dollar 
value  of  their  total  revenues.  Even  before  adjusting  for  inflation,  42% 
reported  shrinking  revenue  bases.  Total  revenues  remained  flat  for 
the  year,  but  only  because  of  large  increases  in  Medicaid  and 
Medicare  revenues  that  are  available  only  to  a small  percentage  of  all 
agencies.  Most  sources  of  revenue  posted  declines. 

• Despite  an  increase  in  funding  available  through  private  foundations, 
the  overall  value  of  charitable  support  for  community-based  human 
services  actually  fell  in  fiscal  year  1991.  Agencies  experienced 
significant  reductions  in  United  Way  funding  and  losses  in  their 
personal  contributions  as  well.  Although  three-quarters  of  all 
agencies  reported  increased  fundraising  activity,  charity  is  seen  as  a 
poor  substitute  for  state  funding  cuts.  SPRG  is  publishing  a separate 
report  on  the  role  of  charity.  The  Uncharitable  Outlook. 

• The  overall  state  budget  for  human  services  rose  in  fiscal  year  1991 
due  to  increased  entitlement  costs,  especially  in  the  Medicaid 
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program.  Cuts  in  Medicaid,  AFDC,  and  General  Relief,  a major 
program  of  deinstitutionalization,  and  continued  reductions  in  other 
areas  cause  spending  to  fall  by  more  than  5%  in  the  projections  for 
1992. 

Pressures  from  the  Community 

• Despite  the  funding  cuts  decribed  above,  the  numbers  of  clients 
served  by  the  system  continue  to  rise.  Respondents  reported  that 
caseloads  rose  in  43%  of  all  programs  in  fiscal  year  1991.  The  overall 
rise  is  estimated  at  between  5 and  10  percent. 

• Caseloads  have  also  become  more  difficult  and  complex.  Sixty-two 
percent  of  all  agencies  reported  that  their  clients  required  more 
intensive  services. 

• Declining  resources  and  increasing  needs  were  manifest  in  rising 
waits  for  most  types  of  programs  in  fiscal  year  1991.  The  typical 
waiting  time  for  services  rose  by  more  than  ten  percent  in  just  one 
year.  The  system  was  clearly  falling  behind  and  serving  a smaller 
portion  of  those  asking  for  help. 

A Vulnerable  System 

• One  third  of  all  agencies  experienced  deficits  in  fiscal  year  1990  and  a 
similar  number  projected  deficits  for  1991  at  the  time  of  the  survey. 
About  one  agency  in  seven  experienced  deficits  in  both  years. 

• Very  few  agencies  faced  these  deficits  with  adequate  financial 
reserves.  Seventy-two  percent  of  all  agencies  reported  financial 
reserves  equal  to  one  month  or  less  of  operating  revenues,  fully  one- 
half  had  none  at  all. 

Responding  to  Pressure:  A Changing  System  oe  Care 

In  response  to  these  pressures,  private-provider  agencies  have  taken  a series  of 
management  actions  to  help  ensure  their  survival.  The  effect  is  a dramatic 
transformation  of  the  system  of  care  from  within,  only  now  underway.  At  the  same 
time,  the  state  has  initiated  policy  steps  that  will  increase  the  role  that  private 
community-based  providers  play  in  the  larger  human  services  system. 

Agency  Management  Choices 

• Nearly  half  of  responding  agencies  cut  staffing  in  fiscal  year  1991. 
Overall,  staff  was  cut  by  1.9%.  Larger  cuts  were  avoided  only  by 
withholding  pay  increases.  Nearly  half  of  all  agencies  offered  no  pay 
hike  at  all  in  hscal  year  1991,  and  the  average  raise  was  2.8%. 

Agencies  also  reported  other  staff-related  actions  such  as  increased  or 
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reduced  hours,  reduced  benefits,  and  increasing  the  employee  cost  of 
benefits. 

• Despite  this,  staff  turnover  appears  to  have  declined  in  fiscal  year 
1991.  And  with  this,  a general  improvement  in  staff  quality  was 
reported. 

• The  structure  of  programs  appears  to  be  unaffected  by  these  other 
changes. 

The  Changing  System  of  Care 

• More  than  one-quarter  of  all  agencies  responding  to  the  survey 
reported  that  they  were  considering  merger  as  a possible  course  of 
action.  The  bulk  of  comments  offered  by  agency  executives  on  the 
topic  were  negative,  however. 

• Collaborations,  already  very  popular,  are  seen  as  an  alternative  to 
outright  merger.  More  than  half  of  all  agencies  reported  current 
collaborative  activity  and  43%  reported  interest  in  new  collaborations, 
including  13%  not  currently  involved. 

• Program  closings  and  openings  led  to  a slight  increase  in  the  number 
of  programs  being  offered  by  surveyed  agencies.  Substance  abuse 
and  AIDS-related  programs  were  most  noticeable  among  added 
offerings.  The  effect  of  program  shifts  was  to  make  agency 
specialization  more  marked  across  the  entire  system  of  care. 

• The  system  of  care,  in  nearly  every  area,  is  dominated  by  a few  large 
providers.  These  patterns  of  concentration  are  discussed.  Available 
evidence  suggests  that,  as  of  fiscal  year  1991,  the  system  had  not  yet 
become  markedly  more  consolidated.  All  evidence  points  to  this 
increased  consolidation  as  a future  direction,  however. 

State  Policy  Directions 

• A major  program  of  deinstitutionalization  will  move  more  than  1500 
patients  out  of  state  institutions  for  the  mentally  retarded  and 
mentally  ill  and  into  the  community  residential  care  system.  This  will 
result  in  a dramatic  increase  in  the  the  residential  system  with 
subsequent  impacts  on  non-residential  services. 

• Significant  changes  have  been  proposed  or  enacted  in  the  public 
assistance  areas  of  Medicaid,  Emergency  Assistance,  and  General 
Relief. 

• A general  review  of  state  human  services  policy  is  underway, 
inspired  by  the  "entrepreneurial  government"  model.  Among 
policies  being  considered  are  expanded  use  of  vouchers  and  the 
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establishment  of  family  service,  or  related  one-stop  shopping, 
centers. 

• These  changes  will  have  the  effect  of  increasing  the  relative 

importance  of  private  service  providers  in  the  overall  system  of  care. 


Where  Do  We  Go  From  Here? 

All  of  this  leads  us  to  a rather  odd  confluence.  Private  providers  of  human  services  in 
the  community  are  in  deep  trouble  and,  at  the  same  time,  are  an  increasingly  important 
part  of  the  larger  system  of  care.  So,  where  do  we  go  from  here?  After  providing  some 
context  for  the  decision  to  move  toward  community-based,  purchased  services,  we 
conclude  the  report  by  outlining  a series  of  action  steps  that  should  be  taken  to  ensure 
effective  implementation  of  desired  policies.  Our  recommendations  center  on  one  fact: 
We  should  only  develop  new  policies  relating  to  purchased  services  with  a full  and 
clear  view  of  the  realities  of  the  current  system.  We  recommend  that: 

1.  Purchase-of -service  reform  must  move  forward.  If  community-based  services  are 
to  increase  in  importance,  the  known  weaknesses  in  the  system  and  its 
adiministration  must  be  addressed.  We  endorse  the  earlier  plan  for 
reforming  purchased  services  put  forth  by  the  Office  of  Purchased  Services, 
with  two  caveats.  First,  these  reforms  should  include  efforts  designed  to 
improve  the  degree  of  communication  and  integration  among  providers. 
Second,  the  OPS  reforms  should  be  systematically  compared  to  any  implied 
by  the  entrepreneurial  government  model. 

2.  The  state  should  pursue  reform  in  cooperation  with  the  provider  community.  The 
system  of  care  is  too  complex,  and  the  changes  it  faces  are  too  far-reaching, 
for  any  new  policy  to  succeed  without  first,  the  full  cooperation  of  an 
adequate  body  of  actors,  and  second,  without  the  details,  pitfalls,  and 
opportunities  for  change  as  carefully  mapped  out  as  possible.  For  these 
reasons,  we  propose  that  the  state  and  providers  systematically  address  the 
issues  related  to  existing  purchase-of-service  reform  proposals  as  well  as  any 
new  reforms  implied  by  the  entrepreneurial  government  model.  We  also 
recommend  that  these  discussions  include  as  many  providers  as  possible, 
including  those  not  now  contracting  with  the  state. 

3.  The  state  must  consider  client  responses  to  reform.  In  addition  to  talking  with 
providers,  we  recommend  that  the  state  talk  with  clients.  Proposed  reforms 
depend  critically  on  the  clients,  who  they  are,  what  they  need,  and, 
especially,  what  they  know.  Understanding  clients  and  the  resources  they 
bring  to  the  system  will  help  define  both  the  possibilities  and  limits  of 
reform. 
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In  this  initial  section,  we  lay  the  foundation  for  the 
discussion  zvhich  follozvs.  In  Chapter  1,  we  introduce  the 
reader  to  the  Social  Policy  Research  Group’s  Budget  Crisis 
Irnpmct  Study  — a multi-year  effort  to  document  the 
irnpmcts  of  the  Massachusetts  fiscal  crisis  on  community- 
based  human  services  — by  reviezving  our  basic  research 
pirogram  and  the  work  compdeted  to  date.  In  Chapiter  2,  zve 
define  the  key  terms  used  in  the  report,  present  a taxonomy 
of  community-based  human  services,  and  provide  data  on 
the  most  basic  characteristics  of  community-based  providers 
of  human  services. 


. Introduction 


At  times  the  Massachusetts  fiscal  crisis  has  seemed  endless.  Revenue  shortfalls  can  be 
traced  back  to  fiscal  year  1988,  nearly  four  years  before  the  release  of  this  report.  And 
yet  we  begin  here  by  reminding  the  reader  that  the  crisis  isn't  over  yet!  The 
Massachusetts  economy  is  mired  in  the  worst  recession  in  nearly  20  years,  with 
unemployment  over  9%  — highest  among  the  industrial  states  — more  than  150,000  jobs 
lost  in  the  last  year  alone,  and  the  total  economy  as  measured  by  aggregate  incomes 
contracting  for  the  first  time  in  memory.  Tax  collections,  it  is  true,  did  rise  in  fiscal  year 
1991,  but  without  a billion-dollar  tax  hike  they  would  have  fallen  by  7%.  For  the  current 
year,  fiscal  1992,  the  administration  forecasts  a 7.8%  drop. 

When  people  say  the  crisis  is  over  --  as  the  Governor  himself  has  done  — they  refer,  not 
to  these  downward  pressures  and  the  retrenchments  that  accompany  them,  but  rather 
to  the  political  crisis,  the  leadership  vacuum.  Most  objective  observers  will  agree:  the 
new  governor  is  currently  setting  the  agenda.  The  stark  reality  of  the  budget  itself, 
however,  cannot  be  denied;  in  most  areas  of  state  activity,  the  budget  is  receding.  And 
human  services,  these  pages  make  clear,  are  no  exception.  Support  for  most  human 
services  declined  in  fiscal  year  1991,  and  the  cuts  are  more  marked  in  fiscal  year  1992. 

In  this  context,  we  begin.  This  report  is  one  of  a series  being  produced  by  the  Social 
Policy  Research  Group's  Budget  Crisis  Impact  Study,  a multi-year  effort  to  document 
the  impact  of  the  state  fiscal  crisis  on  community-based  human  services.  To  date,  SPRG 
has  released  three  project  reports.  In  September  1990,  Stressing  the  System  introduced 
the  study  and  presented  findings  based  on  our  1990  research  among  Boston's 
community-based  providers.  At  the  same  time,  our  Primer  on  Human  Services  in  Boston 
provided  a first-ever  profile  of  the  provider  community  at  work  in  the  city.  In  fiscal 
year  1991,  the  scope  of  the  study  expanded  to  include  providers  statewide.  The 
preliminary  results  of  this  work  were  presented  in  No  Substitute  for  Reform,  released  in 
May,  1991.  These  reports  are  briefly  summarized  below.  This  report  updates  and 
expands  the  No  Substitute  findings  for  fiscal  year  1991.  We  begin  by  restating  our  intent. 


Goals  of  The  Study 

The  problem  relating  to  this  current  crisis  is  the  continuing  random  approach  to 
the  necessity  to  cut,  so  that  individual  agencies  have  no  ability  to  plan.  Nor  does 
the  state  have  any  idea  as  to  the  effect  of  their  actions,  either  on  individual 
agencies  or  on  the  daycare  industry  as  a whole. 

- Daycare  Provider 


From  the  outset,  the  study  has  been  motivated  by  two  goals:  first,  to  develop  a basic 
understanding  of  the  organization  and  functioning  of  the  human  services  delivery 
system  now  in  place  in  Massachusetts;  and  secondly,  to  document  the  impact  of  the 
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crisis.  Throughout,  we  have  been  guided  by  five  key  questions.  Posited  first  in  Stressing 
the  System,  we  repeat  them  here. 

• Funding  Changes:  How  has  the  fiscal  crisis  affected  funding  for  human 
services? 

• Agency  and  Program  Adjustments:  What  changes  in  agency  operations  and 
service  delivery  have  occurred  as  a result  of  the  funding  changes? 

• The  Impact  on  Clients:  How  have  clients  been  affected  by  funding 
reductions  and  what  is  the  effect  on  the  community  as  a whole? 

• The  Impact  on  the  Integrity  of  the  System:  How  do  the  impacts  of  funding 
reductions  in  individual  agencies  affect  the  entire  system  of  care? 

• Statewide  Policy  Implications:  Is  the  Boston  experience  reflective  of  the  state 
as  a whole  and  can  it  be  used  as  a guidepost  for  policy? 


Previous  Reports 

To  date,  SPRG  has  released  three  reports  as  part  of  the  Budget  Crisis  Impact  Study.  We 
summarize  the  two  substantive  ones  below. 

Stressing  the  System.  Stressing  the  System  presented  results  for  the  first  year  of  study. 
It  emphasized  state  fiscal  year  1990,  which  ended  in  June  1990,  and  focused  exclusively 
on  Boston.  Among  the  conclusions  reached  was  that  state  funding  for  community- 
based  services  was  roughly  level  in  fiscal  year  1990.  In  real  terms,  however,  71%  of  all 
agencies  experienced  real  dollar  losses  in  state  resources.  In  response  to  reduced 
funding,  agency  staff  worked  harder  (more  hours,  more  cases  per  worker)  and  made 
several  budget-stretching  changes  in  program  operation,  changes  which  generally 
reduced  the  amount  of  contact  with  clients.  These  program  changes  lead  naturally  to 
concerns  that  the  quality  of  service  delivery  may  be  compromised  as  agencies  try  to  do 
more  with  less. 

Despite  scarcity  and  cutbacks,  the  number  of  clients  served  by  the  private  provider 
system  increased  in  fiscal  year  1990.  Still,  the  system  served  a smaller  portion  of  those 
in  need;  high  demand  for  services  meant  that  waiting  lists  rose  throughout  the  system. 
Perhaps  more  importantly,  there  was  a shift  in  who  was  served  as  agencies  reported 
that  more  clients  represented  "difficult"  cases  with  severe  and  multiple  problems.  This 
change  is  partly  due  to  social  and  economic  forces,  but  it  also  reflects  policy  choices. 
Increasingly,  the  state  dictated  to  private  agencies  whom  they  would  serve. 

The  study's  first  review  of  the  system  of  care  was  aimed  at  identifying  flows  of 
resources  and  clients  around  the  system  and  identifying  key  services,  labeled  human 
service  infrastructure,  that  support  the  operation  of  the  whole.  In  general,  the 
connections  among  service  providers  were  found  to  be  weak.  Less  than  30%  of  all 
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clients,  on  average,  were  ever  referred  to  another  agency  for  service  or  treatment. 
Certain  services  are  central,  however.  For  example,  the  lack  of  housing  frequently 
impairs  the  ability  of  residential  services  to  perform,  according  to  agency  executives  and 
advocates.  The  availability  of  daycare  and  treatment  for  substance  abusers  may  play 
similar,  limiting,  roles. 

No  Substitute  for  Reform.  The  second  project  report,  providing  a preliminary 
treatment  of  the  effects  of  the  fiscal  crisis  in  1991,  expanded  in  scope  to  include  the 
community-based  network  statewide.  Since  many  of  the  findings  of  this  report  are 
updated  and  expanded  here,  we  will  not  repeat  them  now.  The  report  emphasized  that 
the  private  system  appeared  to  be  on  the  verge  of  a major  reorganization  driven,  not  by 
deliberate  policy  choices,  but  by  bottom-line  financial  pressures.  We  warned  then  that 
these  shifts  might  not  be  compatible  with,  and  so  may  threaten,  the  stated  policy  goals 
of  the  Weld  administration. 


Current  Reports 

In  addition  to  this  report,  SPRG  is  releasing  a special  project  report  on  the  changing  role 
of  private  charity  in  the  Massachusetts  community-based  human  services  network. 
Entitled  The  Uncharitable  Outlook,  the  report  finds  that  the  resources  of  the  philanthropic 
community  are  too  limited  for  private  funders  to  "back  fill"  state  cuts.  Although  the 
vast  majority  of  provider  agencies  have  stepped  up  fundraising  activity  in  response  to 
the  crisis,  very  few  have  successfully  replaced  lost  state  dollars.  The  report  details  the 
limits  of  the  charitable  solution  and  discusses  the  role  of  private  funding. 

Editorial  Comment.  The  discussion  presented  here  contains  one  major  omission.  There 
is  no  systematic  treatment  of  the  relationship  between  the  budget  crisis  and  the 
minority  community.  SPRG  had  planned  to  prepare  a special  report  devoted  entirely  to 
this  important  topic  for  release  with  this  paper.  Because  of  material  constraints, 
however,  it  was  not  possible  to  meet  this  schedule.  We  still  plan  to  pursue  this  issue 
further. 

In  earlier  reports,  we  found  that  agencies  serving  minority  communities  were  especially 
vulnerable  to  the  effects  of  the  crisis.  Agencies  serving  mostly  African-American 
clients,  for  example,  are  smaller  and  less  well  capitalized  — that  is,  they  were  more 
likely  to  report  a deficit  and  less  likely  to  have  financial  reserves  - than  non-minority 
agencies.  This  remains  a critical  area  for  ongoing  research. 


The  Budget  Crisis  Impact  Survey 


This  report  is  based  upon  two  surveys  conducted  between  January  and  March,  1991. 
The  first  was  conducted  by  telephone  for  SPRG  by  BeU  Associates  of  Cambridge. 
Aimed  only  at  Boston-based  providers,  it  replicated  and  expanded  upon  the  surveys 
conducted  among  Boston  providers  by  telephone  and  personal  interview  in  1990.  The 
second  survey,  substantively  similar  to  the  first,  was  conducted  by  mail  and  was 
addressed  to  providers  based  outside  of  the  capital.  For  both  surveys,  responding 
agencies  were  asked  to  complete  two  separate  questionnaires.  The  first  dealt  with 


THE  SOCIAL  POLICY  RESEARCH  GROUP 


3 


agency-wide  issues  and  included  questions  on  topics  such  as  revenues,  staffing,  and 
agency  management.  The  second  questionnaire  addressed  individual  programs  within 
each  agency  and  included  questions  on  clients  served,  waiting  lists,  referrals,  and 
measurements  of  program  output  and  operation.  Agencies  were  asked  to  complete  one 
of  the  program  questionnaires  for  each  of  their  programs.'^  Copies  of  these  survey 
instruments  are  available  from  SPRG  upon  request. 

Agencies  approached  in  the  survey  included  all  state  purchase-of-service  contractors 
identified  by  the  Division  of  Purchased  Services  (DPS)  with  a few  important  exceptions 
and  augmentations.  The  survey  universe  included  identified  job  training  agencies  even 
when  they  were  not  receiving  any  state  funding  or  support  — most  notably  those 
funded  solely  through  the  federal  Jobs  Training  Partnership  Act  (JTPA)  program. 
Community  Area  Planning  (CAP)  agencies  were  also  included  on  the  list  because  some 
were  important  providers  of  human  services,  ABCD  in  Boston,  for  example.  For 
practical  reasons,  municipalities  were  excluded  from  the  sample  even  when  they  were 
the  recipients  of  state  contracts.  Given  the  structure  of  the  survey  instrument,  inclusion 
of  cities  and  towns  would  have  led  to  analyses  of  municipal  budgets,  which  is  outside 
the  scope  of  this  research.  In  any  case,  these  funds  are  often  passed  through  to  a 
private  vendor.^  Based  on  similar  concerns  about  the  scope  and  complexity  of  the 
analysis,  hospitals  were  generally  excluded  from  the  calculations  as  a separate  class  of 
providers.  When  specific  hospital  social  service  functions  could  be  isolated  from 
general  hospital  activity,  however,  these  programs  were  included. 

Both  of  these  surveys  were  aimed  at  all  of  the  providers  in  the  relevant  geographic 
areas.  The  reason  that  this  census  was  undertaken,  instead  of  a sample,  was  that 
stratifications  along  both  programmatic  and  geographic  service  areas  were  desired. 
Despite  the  fact  that  there  are  as  many  as  1600  provider  agencies  across  the  state  (1582 
were  identified  for  this  survey),  the  large  number  of  program  types  (244  were  identified 
in  the  last  Directory  of  Purchased  Services)  means  that  the  number  of  contractors  for  any 
given  program  area  is  likely  to  be  small.  For  the  purposes  of  this  report,  these  244 
program  types  are  categorized  into  15  categories  (including  a miscellaneous  category). 
These  are  outlined  in  Table  2.1,  and  a complete  list  of  program  titles  and  the  codes 
assigned  to  them  is  available  from  SPRG.  Given  the  need  to  report  on  each  of  15 
program  areas  (or  on  6 or  more  geographic  regions)  and  given  normal  response  rates,  a 
census  was  deemed  more  practical  than  a sample  as  a method  of  producing  the  desired 
numbers  of  observations. 

Response  and  Representativeness 

Response  to  the  1991  surveys  was  good,  and  the  profile  of  the  private  human  services 
network  that  emerges  from  them  can  confidently  be  said  to  be  representative  of  the 
system  as  a whole. 

The  analyses  in  this  report  are  based  on  responses  from  514  private  provider  agencies, 
130  in  Boston  and  384  from  outside  of  the  city.  These  figures  represent  response  rates 
of  approximately  47%  in  the  capital  and  29%  outside  of  it,  for  a total  response  of  32%. 
The  differences  in  the  Boston/non-Boston  response  rates  are  mainly  a reflection  of  the 
different  media  used  in  the  two  surveys.  Responses  from  non-Boston  agencies  would 
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have  likely  been  lower,  except  that  a series  of  telephone  call  reminders  were  made  by 
volunteers  from  local  United  Ways  in  Springfield,  Worcester,  Lawrence,  Brockton,  New 
Bedford  and  elsewhere  as  well  as  by  staff  in  the  Division  of  Purchased  Services. 

For  the  purposes  of  this  report,  only  the  program  responses  for  the  first  454  agencies 
were  used  (These  formed  the  basis  of  our  earlier  report.  No  Substitute  For  Reform).  These 
agencies  completed  1156  program  questionnaires.  Table  1.1,  below,  summarizes  these 
in  terms  of  the  15  categories  listed  above. 


Table  1.1 

Program  Responses  by  Program  Area 


Program  Area 

Count 

Percent  of  Programs 

Mental  Health 

105 

9.1 

Counseling 

101 

8.7 

Youth  - Residential 

64 

5.5 

Youth  - Nonresidential 

79 

6.8 

Adult  Offenders 

13 

1.1 

Substance  Abuse 

55 

4.8 

Community  Health 

64 

5.5 

Elder  Services 

66 

5.7 

Daycare 

157 

13.6 

Adult  Education 

17 

1.5 

Job  Training 

45 

4.0 

Homeless  Services 

41 

3.5 

Battered  Women 

10 

0.9 

Special  Needs  * 

231 

20.0 

Other 

108 

9.4 

TOTAL 

1156 

100.0 

* Includes  37  Special  Education  Programs. 


The  response  rate  to  the  survey  implies  that  frequencies  based  on  these  data  (and 
including  all  514  cases)  should  be  accurate  within  plus  or  minus  about  4%.  Of  course, 
this  predicted  error  will  rise  when  smaller  geographic  regions  are  considered.  In 
addition,  the  margin  of  error  for  results  not  based  on  frequencies,  such  as  sums  of 
revenues  received,  will  depend  on  the  weight  of  each  agency,  and  not  merely  the 
number  of  responses.  Above  all,  it  is  vital  that  the  human  services  system  captured  by 
this  survey  is  the  same  in  overall  composition  and  profile  as  the  actual  system. 

A simple  check  of  the  representativeness  of  the  agencies  responding  to  the  fiscal  year 
1991  surveys  (both  mail  and  telephone)  was  conducted  by  comparing  the  profile  of 
responding  agencies  to  a systematic  1/20  sample  of  all  agencies  on  a listing  of  contracts 
generated  by  the  state  Comptroller  for  the  Executive  Office  of  Health  and  Human 
Services.  The  check  compared  the  distribution  of  agencies  and  funding  across 
programmatic  service  areas  as  well  as  by  size  of  agency.^  These  showed  that  the 
responses  to  the  survey  are  broadly  representative  of  the  system  as  a whole.  The 
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distribution  of  funding  across  service  areas  is  also  similar  to  that  reconstructed  directly 
from  the  state  budget. 

Respondents.  The  surveys  were  aimed  at  agency  executive  directors  and,  for  the  most 
part,  hit  this  mark.  Of  respondents  who  identified  their  position  in  their  agency,  82% 
were  executive  directors.  An  additional  5%  of  respondents  were  directors  of 
administration  and  finance  or  the  equivalent,  3%  were  agency  deputy  directors  or 
program  directors,  and  5%  held  other  senior  positions.  Only  5%  of  respondents  did  not 
identify  themselves  as  in  a senior  position  in  the  agency.  Correspondingly, 
respondents  also  reported  extensive  experience  in  human  services.  Seventy-seven 
percent  of  respondents  had  more  than  10  years,  experience  in  health  and  human 
services  and  23%  had  been  in  their  current  position  for  10  years  or  more. 
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II.  Community-Based  Human  Services  in  Massachusetts 


Before  launching  into  this  study  on  community-based  human  services,  it  is  important 
that  we  provide  a context  by  explaining  just  what  this  and  other  key  terms  mean,  and 
providing  a quick  profile  of  the  private  organizations  that  deliver  these  services  in 
Massachusetts.  This  chapter  is  devoted  to  that  purpose  and  should  help  lay  the 
foundation  for  our  later  findings  and  conclusions. 


Defining  Human  Services 

Kathy  was  unable  to  communicate  from  birth  due  to  a severe  receptive  language 

problem.  At  age  4,  her  parents  were  advised...  to  place  her  in  an  institution... 

she  spent  three  years  here...  Today,  she  is  a college  graduate. 

— Special  Needs  Provider 

First,  the  basic  definition  adopted  for  this  study:  Human  services  are  any  public  person- 
helping activities.  Here,  the  term  public  is  broadly  interpreted  as  "not  private"  or  "not 
market-driven."  It  does  not  necessarily  mean  government- funded.  Services  funded 
entirely  through  private  charity  certainly  may  be  thought  of  as  human  services^.  As  a 
practical  matter,  virtually  all  of  the  agencies  surveyed  receive  some  support  from  either 
the  state  or  federal  government,  either  directly  or  indirectly.  Person-helping  is  self- 
explanatory:  human  services  are  delivered  directly  to  people.  They  are  meant  to  act 
upon®  and  to  benefit  individuals  and  families  directly.  In  terms  of  public  policy,  the 
phrase  is  implicitly  contrasted  to  place-helping  activities;  that  is,  those  activities, 
typically  associated  with  development,  aimed  at  improving  a place,  industry,  or 
economy.  Clearly,  individuals  also  benefit  from  place-helping  public  activities  such  as 
the  construction  of  housing  and  roads  and  investment  in  industry  and  the  environment, 
but  these  activities  directly  benefit  the  community  as  a whole.  In  contrast,  human 
services  benefit  the  community  as  a whole  by  benefiting  individual  members  and 
increasing  the  ability  of  individuals  to  contribute  to  the  larger  community  through  their 
own  private  actions. 

For  the  purposes  of  this  report,  we  will  divide  state-funded  human  services  into  three 
large  categories:  public  assistance  and  benefit  programs,  institutional  services,  and 
other  human  services.  As  we  will  discuss  in  the  section  on  state  budget  trends  in 
Chapter  3,  assistance  programs  account  for  about  60%  of  state  human  services 
spending;  institutions,  about  15%;  and  the  remaining  programs,  about  25%.  The 
assistance  and  benefits  category  includes  programs  such  as  Medicaid,  Aid  to  Families 
with  Dependent  Children  (AFDC),  General  Relief,  state  supplements  to  the  federal  SSI 
and  WIC  programs,  state-funded  veterans  benefits,  and  housing  subsidy  programs. 
Institutional  services  include  mental  health  and  public  health  hospitals,  state  schools  for 
the  mentally  retarded,  soldiers'  homes,  and  correctional  facilities  for  adults  and  youth. 
The  residual  category  includes  the  programs  that  are  the  focus  of  this  study  — privately 
provided  community-based  programs  --  as  well  as  other  services  provided  directly  by 
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the  state,  some  through  community-based  programs  analogous  to  the  private  ones 
under  investigation,  but  mainly  by  social  workers  in  the  Departments  of  Welfare  and 
Social  Services.  The  "other"  category  also  includes  administrative  costs  not  included  in 
other  categories,  such  as  the  Office  of  the  Secretary  itself. 


A Working  Taxonomy  of  Community-Based  Programs  and  Agencies 

As  stated,  the  bulk  of  this  report  concerns,  not  human  services  generally,  but  rather  an 
array  of  services  provided  in  the  community,  typically  by  private  nonprofit 
organizations  under  contract  with  the  state.  This  section  briefly  describes  a taxonomy 
that  will  serve  through  the  remainder  of  the  report. 

The  taxonomy  distinguishes  between  programs  and  agencies.  What  an  agency  is  is  clear 
enough;  an  agency  is  an  organization,  a private  organization  in  our  case,  that  is 
substantially  separate  from  other  organizations.  It  is  not  merely  a department  of  a 
larger  organization  but  retains  some  measure  of  financial  and  managerial  self-control. 
What  a program  is  is  much  less  clear,  so  we  need  to  define  how  we  will  use  the  term.  In 
our  lexicon,  a program  is  one  or  more  coordinated  service  activities  combined  to  assist 
clients  to  achieve  a specific  goal  (or  goals).  A service,  in  this  definition,  is  a single 
activity.  For  example,  a job  training  program  may  include  classroom  training, 
placement  counseling,  and  follow-up.  Each  of  these  distinct  activities  can  be  thought  of 
as  a component  service  of  a larger  program.  Of  course,  how  finely  a program  is  divided 
into  its  component  services  depends  upon  the  needs  of  the  analyst.  There  is  no  single 
standard.  The  term  service  is  still  confusing,  however,  because  in  this  report  we  also  use 
the  term  to  speak  about  activities  generically,  such  as  "mental  health  services."  Here, 
services  refers  to  a class  of  programs,  grouped  together.  We  will  try  to  minimize  our  use 
of  the  term  service  in  this  way  and  instead  employ  the  phrase  "program  class"  to  refer 
to  this  concept.  This  may  at  times  be  awkward.  There  is  no  easy  way  around  this 
ambiguity. 

In  the  analysis  that  follows,  it  was  useful  to  categorize  not  only  programs,  but  agencies 
as  well.  This  reflects  the  dual  nature  of  the  survey  instruments,  which  sometimes  were 
directed  at  the  agency  as  an  organization  and  sometimes  at  specific  programs  being 
operated  by  the  agency.  In  the  taxonomy  below,  and  throughout  the  report,  agencies 
were  clustered  into  large  program  class  groupings  based  upon  their  principal 
program-area  specialty.  We  did  not  require  that  a daycare  agency,  for  example,  offer 
only  daycare  programs,  only  that  it  offered  mainly  daycare  programs.  Another  way  to 
think  of  this  is  that  the  agency  in  question,  if  asked,  would  categorize  itself  as  a daycare 
agency,  even  though  other  types  of  programs  may  be  offered. 

Table  2.1,  below,  maps  the  categories  of  program  classes  and  agency  types  that  will  be 
employed  in  these  pages.  Note  that  the  categorization  of  agencies  and  programs  is 
similar,  but  not  identical.  The  most  obvious  exception  is  for  Multiservice  agencies, 
which  resist  categorization  by  program  class.  In  practice,  there  are  two  main  types  of 
multiservice  agencies:  those  that  provide  a wide  array  of  services  for  a specific  ethnic, 
linguistic,  or  cultural  group;  and  large.  Community  Action  Program,  or  CAP,  agencies 
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that  offer  a diverse  array  of  programs,  many  federally  funded,  such  as  Head  Start,  job 
training,  and  fuel  assistance. 

Other  differences  between  the  program  and  agency  lists:  The  agency  typology 
combines  the  Adult  Education  and  Job  Training  program  classes.  It  also  combines 
many  counseling  and  nonresidential  youth  services  activities  into  a Family  Services 
agency  type.  In  practice,  most  family  services  agencies  are  self-labeled.  Finally,  the 
agency  typology  separates  those  organizations  that  are  wholly  or  principally  devoted  to 
the  provision  of  special  educational  services  (Chapter  766)  from  other  special  needs  or 
residential  youth  agencies.  In  the  appendix,  a table  is  offered  that  gives  an  accounting 
of  where  specific  programs,  arrayed  by  program  class,  are  provided,  according  to  the 
type  of  agency  operating  the  program. 


Table  2.1 

Program  Classes  and  Agency  Types 


Program  Classes 

Agency  Types 

Mental  Health 

Mental  Health 

Counseling 

Family  Services 

Residential  Youth  Services 

Residential  Youth 

Special  Education 

Nonresidential  Youth  Services 

Youth  Services 

Adult  Offenders 

Adult  Offenders 

Substance  Abuse  Treatment 

Substance  Abuse 

Community  Health 

Community  Health 

Elder  Services 

Elder  Services 

Daycare 

Daycare 

Adult  Education 

Adult  Education  and  Job  Training 

Job  Training 
Homeless  Services 

Homeless  Shelters 

Battered  Women’s  Services 

Battered  Women's  Agencies 

Special  Needs 

Special  Needs 

Programs  for  the  Mentally  Retarded  and  the 
Developmental  and  Physically  Disabled 

Multlservice 

Other 

Other 

A Profile  of  Community-Based  Human  Service  Providers 


SPRG  identified  1600  private  providers  of  human  services  in  Massachusetts.  The 
Budget  Crisis  Impact  Survey,  on  which  this  report  is  based,  generated  responses  from 
over  500  of  them.  The  vast  majority,  92%,  are  nonprofit  corporations.  From  the  survey, 
we  estimate  that  these  organizations  have  combined  operating  revenues  approaching  $3 
billion.  About  one-half  of  this  funding  comes  in  the  form  of  state  contracts.  They 
employ  an  estimated  66,000  workers,  mostly  in  direct  service  positions,  and  offer  more 
than  6000  programs  of  over  200  distinct  types.  In  fiscal  year  1991,  these  agencies  served 
well  over  one  million  people. 
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Clearly,  there  is  no  one  human  services  industry.  The  taxonomy  and  data  offered 
above  should  make  that  evident.  Indeed,  the  agencies  included  in  the  study  provide 
programs  ranging  from  daycare  to  homeless  shelter,  from  counseling  and  support  for 
dysfunctional  families  to  clinics  for  the  mentally  ill.  This  section  discusses  how  these 
different  types  of  agencies  compare  on  two  key  general  characteristics  - their  overall 
size  and  their  age.  We  note  these  basic  facts  here  because  they  provide  useful 
grounding  for  the  findings  and  conclusions  that  follow. 


The  Size  of  Agency  Budgets 

In  fiscal  year  1991,  the  average  agency  had  a budget  of  $2  million.  Most  agencies  are 
not  nearly  this  large,  however.  The  mean  is  dominated  by  a relatively  small  number  of 
very  large  agencies.  Only  27%  of  responding  agencies,  for  example,  had  budgets 
greater  than  this  average.  A better  measure  of  a typical  agency  is  the  median  (by 
definition,  one-half  of  all  respondents  will  have  budgets  greater,  and  one-half  less,  than 
the  median  budget).  In  1991,  the  median  agency  budget  was  $848,000.  The  large 
difference  between  the  mean  and  median  revenues  suggests  two  things.  First,  most 
human  service  agencies  are  small.  Indeed,  half  of  all  agencies  employ  fewer  than  20 
workers.  Second,  a few  large  providers  comprise  a disproportionate  part  of  all 
revenues.  The  largest  10%  of  agencies  represent  48%  of  all  revenues. 

Table  2.2  lists  mean  and  median  revenues  for  each  of  the  agency  types  in  the  study. 

The  largest  agencies,  on  average,  specialize  in  health  care,  mental  health,  and  residential 
youth  services.  Probably  not  surprisingly,  multiservice  agencies  also  tend  to  be  large. 
The  smallest  tend  to  provide  services  to  battered  women,  homeless  shelter,  or  daycare. 
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Table  2.2 

Agency  Size 


Agency  Type 

Mean 

Median 

N 

Mental  Health 

$3,874 

$1,837 

27 

Special  Needs 

$2,164 

$1,490 

50 

Substance  Abuse 

$1,451 

$1,102 

18 

Health 

$4,589 

$1,656 

15 

Elder  Services 

$2,960 

$1,614 

18 

Daycare 

$618 

$453 

45 

Job  Training 

$1,110 

$534 

20 

Family  Services 

$1,364 

$600 

19 

Battered  Women 

$328 

$187 

7 

Homeless  Services 

$619 

$411 

19 

Youth  Services 

$995 

$570 

32 

Special  Education 

$2,559 

$1,232 

20 

Residential  Youth  Services 

$3,708 

$3,698 

10 

Adult  Offenders 

$1,255 

$233 

5 

Multiservice 

$3,456 

$1,510 

34 

TOTAL 

$2,050 

$848 

354 

Dollar  amounts  in  thousands. 


The  Ages  of  Human  Service  Agencies 


The  pattern  of  agency  creation  says  a great  deal  about  the  history  of  the  community- 
based  services  sector.  The  typical  community-based  human  services  agency  was 
founded  in  1972,  for  a median  age  (in  1991)  of  19  years.  The  oldest  agencies  are 
concentrated  in  the  areas  of  family  and  youth  services.  More  than  one-third  of  the 
agencies  specializing  in  these  areas  were  founded  prior  to  1900.  Table  2.3  provides  a 
view  of  agency  founding  patterns  by  type  of  agency.  As  the  table  shows,  the  greatest 
surge  of  agency-building  activity  occurred  in  the  early  '70s.  Fully  one-quarter  of  all 
agencies  responding  to  the  survey  were  founded  during  the  period  1970-74.  In  these 
same  five  years,  39%  of  the  health  agencies  in  the  data  set,  48%  of  the  special  education 
providers,  and  45%  of  the  elder  services  agencies  were  formed.  In  the  decade  that 
followed,  1975-1984,  another  29%  of  agencies  were  formed.  More  than  half  of  the  job 
training  agencies  and  homeless  shelters  surveyed  were  founded  during  these  10  years, 
as  well  as  seven  of  the  nine  responding  battered  women's  agencies.  Since  1985,  the  rate 
of  new  agency  formation  has  dropped  off,  coming  to  a complete  standstill  by  1990. 

Only  one  agency  responding  to  the  survey  (0.2%)  was  founded  in  1991,  and  only  11 
(2.3%)  since  1988. 
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PART  TWO 


The  chapters  in  this  section  of  the  report  outline  the  stresses 
faced  by  community-based  providers  during  the  period  of 
fiscal  austerity  in  the  Commonwealth  and  their  relative 
abilities  to  cope  with  them.  Private  providers  of 
community-based  human  services  are  pressured  from  tivo 
directions.  The  scarcity  of  funding  is  one.  The  dimensions 
of  this  problem,  especially  during  fiscal  year  1991,  are 
documented  in  Chapter  3.  The  other  source  of  pressure  is 
the  community  itself.  This  is  discussed  in  Chapter  4. 
Rising  demands,  increasing  needs,  and  increasingly 
complex  caseloads  mean  that  agencies  must  do  more.  The 
combination  of  rising  need  and  decreased  funding  mean 
that  agencies  must  do  more  with  less.  At  the  nexus  of  these 
pressures  is  a private  provider  frequently  too  vulnerable, 
financially,  to  be  able  to  respond  adequately.  Chapter  5 
discusses  this  vulnerability,  emphasizing  the  financial 
position  of  providers. 


III. 


Resources  for  Human  Services 


Our  clients  have  lost  insurance  benefits.  We  don 't  know  how  to  serve  a lot  of 
needy  people. 

— Multiservice  Agency 


Critics  have  charged  that  there  is  a general  overemphasis  on  funding  levels  in  debates 
over  public  policy.  "Throwing  money"  at  the  problem,  they  say,  is  not  the  same  as 
finding  solutions,  and  "smart  dimes"  are  better  than  "dumb  dollars."  It  is  difficult  to 
argue  with  this  view;  no  one  can  deny  that  genuine  solutions  are  preferable  to  purely 
symbolic  spending.  But  it  is  also  hard  to  deny  that,  all  things  being  equal,  more  money 
buys  more  services.  To  the  extent  that  the  services  have  a positive  impact  on 
individuals  and  families,  more  services  are  better  than  fewer.  Another  point  of  view 
holds  that  cutting  funding  is  the  only  way  to  force  public  (and  quasi-public)  agencies  to 
uncover  and  remedy  inefficiencies.  Greinier  and  Peterson's  review  of  Proposition  2 j 

impacts  represents  a sound  treatment  of  this  issue.  They  found  that,  in  general, 
spending  cuts  were  associated  with  perceived  reductions  in  service  quality,  but  that,  in 
areas  where  new  methods  of  service  delivery  are  available  (they  consider  sanitation 
services),  the  cuts  did  seem  to  act  as  a positive  catalyst  for  reorganization.^ 

In  its  earlier  reports,  this  study  has  clearly  shown  that  private  providers  of  human 
services  have  tried  to  do  more  with  less.  A major  question  here  is:  How  much  less? 
This  chapter  focuses  on  this  question.  First,  we  provide  a larger  human  services  context 
within  which  to  consider  community-based  services.  This  we  accomplish  by  reviewing 
the  state  human  services  budget.  Then,  we  profile  the  sources  from  which  community- 
based  human  service  providers  can  draw  support.  This  exercise  puts  state  contract 
support  into  the  proper  perspective.  Finally,  we  look  at  fiscal  year  1991  funding  trends 
for  community-based  providers. 

We  begin  by  placing  community-based  human  services  in  a larger  budgetary  context  in 
which  these  services  "compete"  for  funding  with  other  types  of  human  service 
programs,  namely  assistance  and  institutional  services,  as  well  as  with  the  non-human- 
services  budget. 


The  Massachusetts  Human  Services  Budget 


In  fiscal  year  1991,  the  Commonwealth  of  Massachusetts  spent  an  estimated  $6.6  billion 
on  human  services  (as  defined  for  this  study).  Even  though  funding  for  most  human 
service  programs  declined  during  the  year,  this  spending  represented  an  increase  of 
9.8%  or  591  million  over  fiscal  year  1990  levels.  The  reason  was  that  large  increases  in 
spending  for  Medicaid  and  other  assistance  programs  swamped  the  remaining 
categories.  (Medicaid  increases  alone  accounted  for  more  than  100%  of  the  net  rise  in 
spending.  See  discussion  below.)  Looking  forward  to  fiscal  year  1992,  planned 
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spending  for  human  services  declines  by  5.3%.  The  basic  data  are  presented  in  Table 
3.1. 


In  fiscal  year  1990  and  1991,  rapid  increases  in  spending  for  assistance  programs, 
especially  Medicaid,  dominated  the  change  in  both  the  overall  and  the  human  services 
budgets.  Both  community-based  and  institutional  services  experienced  modest  real 
cuts  in  1990  and  substantial  ones  in  1991.  For  fiscal  year  1992,  under  the  influence  of  a 
new  administration  with  new  policies,  this  pattern  has  shifted  dramatically.  Planned 
spending  for  assistance  programs  declines  for  the  first  time  in  memory.  A significant 
program  of  deinstitutionalization  leads  to  a similar  decline  in  institutional  spending. 
Although  spending  on  other  categories  of  human  services,  including  community-based 
services,  declines  as  well,  this  decrease  is  smaller  than  that  experienced  in  1990  and 
considerably  smaller  than  the  cut  in  the  other  two  categories.  Thus,  though  on  its  own 
downward  trend,  community-based  services  will  represent  a larger  portion  of 
(declining)  human  services  spending  in  the  current  year. 


*What  is  a Cut?  In  the  discussion  that  follows,  we  generally  compare  funding 
levels  between  years  without  any  adjustments.  Knowledgeable  critics  will 
argue  that  adjustments  should  be  made  for  inflation  or  caseloads  both.  That  is, 
a rise  in  spending  intended  only  to  cover  inflation  (or  increased  caseloads  in 
entitlement  programs)  does  not  reflect  a change  in  "real"  spending  or  a change 
in  policy.  Correspondingly,  when  a program  "eats  inflation"  it  has,  in  fact,  been 
cut.  Following  this  logic,  it  is  possible  to  construct  baseline  spending  levels 
showing  what  spending  in  any  given  year  would  have  been  if  the  policies  of 
some  base  year  were  completely  unchanged  (by  inflation,  external  events,  or  act 
of  government).  During  the  Dukakis  administration,  these  baseline  figures  were 
called  "maintenance"  estimates.  That  is,  they  reflected  a maintenance  of 
program  effort. 

The  reason  that  we  do  not  attempt  to  make  adjustments  here  is  simple:  It's 
difficult  to  create  realistic  maintenance  figures  for  all  budget  accounts. 
Traditionally,  the  executive  branch  invests  considerable  resources  in  this  effort, 
which  even  the  legislative  budget  staffs  cannot  replicate.  The  only  correction 
which  SPRG  will  occasionally  employ  is  a 5%  inflation  correction. 
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Table  3.1 


Recent  Trends  in  Human  Service  Spending  in  Massachusetts 

Spending  Dollar  Change  Percent  Change 


FY89 

FY90 

FY91* 

FY92" 

FY90 

FY91 

FY92 

FY90 

FY91 

FY92 

Assistance  & 
Benefit  Programs 

2,990 

3,411 

4,058 

3,773 

422 

647 

•285 

14.1 

19.0 

•7.0 

Medicaid  - Current 

1,819 

2,139 

2,567 

2,486 

320 

428 

-81 

17.6 

20.0 

-3.1 

Medicaid  - Prior  Year 

35 

40 

233 

93 

5 

193 

-140 

13.6 

483.0 

-60.1 

AFDC  & EA 

654 

700 

764 

786 

46 

64 

22 

70 

92 

29 

GR 

131 

162 

193 

138 

31 

32 

-55 

23.4 

19.5 

-286 

WIC  State  Supplement 

9 

6 

4 

8 

-3 

-2 

4 

-282 

-34.9 

96.3 

SSI  State  Supplements 

142 

141 

145 

151 

0 

3 

6 

-0.2 

2.2 

42 

Housing  Subsidies 

130 

149 

141 

100 

19 

-8 

41 

14.6 

-5.3 

-292 

Medicare  Shortfalls 

37 

50 

0 

0 

13 

-50 

0 

35.1 

-1000 

NC 

Veterans  Benefits 

11 

11 

10 

11 

0 

0 

1 

4 0 

43 

4.8 

Other  Assistance 

22 

13 

0 

0 

-8 

-13 

0 

-38.5 

-1000 

NC 

Public  Institutions 

838 

863 

865 

818 

25 

3 

47 

2.9 

0.3 

•5.5 

Mental  Health  Hospitals 

170 

173 

165 

135 

3 

-7 

-31 

1.5 

4.2 

-186 

Public  Health  Hospitals 

109 

111 

104 

89 

1 

-7 

-15 

1.3 

-66 

-14.3 

Stale  Schools  for  the 
Mentally  Retarded 

287 

294 

294 

249 

7 

0 

-45 

24 

01 

-15.4 

Soldier's  Homes 

28 

26 

25 

27 

-2 

-1 

2 

-60 

-45 

9.1 

Adult  Correctional  Faclities 

228 

244 

264 

305 

16 

20 

41 

69 

81 

15.5 

DYS  Facilities 

15 

15 

14 

14 

0 

-2 

0 

-16 

-11  2 

0.7 

Other  Human  Services 

1,670 

1,734 

1,675 

1,655 

63 

•58 

•20 

3.8 

•3.4 

•1.2 

Mental  Health 

313 

316 

296 

307 

3 

-20 

12 

09 

-6.3 

3.9 

Mental  Retardation 

281 

294 

289 

305 

13 

-5 

16 

48 

-1.7 

54 

Other  Special  Needs 

44 

45 

40 

40 

0 

-5 

0 

0.9 

-11.2 

09 

Youth  (DYS)  Services 

42 

43 

40 

39 

2 

-4 

-1 

4.1 

-88 

-2.3 

Adult  Corrections 

15 

15 

14 

16 

0 

-1 

2 

2.1 

46 

12.1 

AIDS 

14 

18 

19 

19 

4 

1 

0 

308 

44 

03 

Infant  Formula  Subsidy 

0 

6 

9 

10 

6 

3 

1 

NC 

53.5 

12.2 

Other  Community  Health 

28 

31 

31 

26 

3 

0 

-5 

11.4 

-0.1 

-168 

Substance  Abuse 

40 

39 

33 

28 

0 

-7 

-5 

-0.9 

-17.0 

-14.1 

Other  Public  Health 

36 

42 

45 

29 

6 

3 

-16 

166 

64 

-358 

Job  Training 

62 

51 

40 

24 

-10 

-12 

-16 

-16  9 

-22  8 

-402 

Day  Care 

157 

125 

140 

115 

-32 

15 

-25 

-202 

120 

-17.7 

Elder  Services 

146 

129 

125 

121 

-17 

-4 

4 

-11.6 

-3  0 

-34 

Child  and  Family 
Services 

330 

408 

394 

425 

78 

-14 

31 

238 

-3.4 

79 

Homelessness 

29 

30 

29 

31 

1 

-1 

2 

3.7 

-3.8 

64 

Special  Education 

43 

43 

42 

37 

0 

-1 

-5 

-06 

-16 

-126 

Other  Human  Services 

92 

98 

90 

83 

5 

-8 

-7 

59 

-8.1 

-7.3 

Total  Human  Services 

5,498 

6,008 

6,599 

6,246 

510 

591 

•353 

9.3 

9.8 

•5.3 

* Estimated 
**  Appropriations 
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Assistance  Programs.  Spending  for  public  assistance  and  benefit  programs,  including 
Medicaid,  Aid  to  Families  with  dependent  Children  (AFDC),  General  Relief  (GR), 
housing  subsidies,  and  other  programs,  totaled  $4.06  billion  in  fiscal  year  1991,  or  61% 
of  the  total  human  services  budget.  This  share  is  increasing  rapidly;  a comparable  1990 
figure  is  57%.  Medicaid  is  both  the  largest  and  the  fastest-growing  of  these  programs. 
Medicaid  spending  grew  by  20%  in  1991  after  a 17.6%  rise  in  1990.  Note  that  these 
figures  represent  only  "current"  Medicaid  expenses,  so-called.  It  seemed  wise  to  report 
"prior  year"  Medicaid  items  separately  because  they  were  so  large  in  fiscal  year  1990; 
this  latter  category  includes  a large  one-time  settlement  reached  with  the  federal 
government  in  late  1991.  A dramatic  assault  on  Medicaid  spending  is  planned  for  fiscal 
year  1992.  Spending  is  projected  to  fall  by  3.1%  or  81  million  on  the  year  (including  the 
prior  year  category,  spending  declines  by  $221  million  or  7.9%). 

Spending  for  the  state's  major  income-maintenance  programs,  AFEX!  and  GR,  also  grew 
rapidly  in  fiscal  years  1990  and  1991.  These  increases  were  not  the  direct  result  of 
changes  in  benefit  levels  — not  even  cost-of-living  adjustments  were  made  in  either  year 
- rather,  they  reflect  increased  caseloads,  much  of  which  is  likely  attributable  to  the 
failing  state  economy.  For  fiscal  year  1992,  cutbacks  in  the  Emergency  Assistance 
portion  of  AFDC^°  will  slow  the  expansion  of  this  program.  Elimination  of  GR  benefits 
for  several  recipient  groups  reduce  planned  GR  spending  by  29%.^^ 

Finally,  we  point  out  the  spending  path  for  housing  subsidies.  The  main  subsidy 
program,  707  rental  certificates,  were  frozen  all  through  1991,  creating  savings  through 
attrition.  The  continued  effect  of  the  closing  of  this  program  is  expected  to  generate  a 
much  larger  reduction  in  fiscal  year  1992.  Compared  to  1990, 1992  spending  on  housing 
subsidies  are  projected  to  be  one-third  lower. 


Institutions.  Public  human  services  institutions  include  public  health  and  mental 
health  hospitals,  state  schools  for  the  mentally  retarded,  soldiers  homes,  and 
correctional  facilities  for  adults  and  youth.  At  an  $865  million  spending  level  in  fiscal 
year  1991,  these  services  represent  13%  of  the  total  human  services  budget.  Of  these 
institutions,  only  the  budget  for  adult  correctional  facilities  has  increased  in  each  of  the 
years  shown  in  Table  3.1.  Without  the  expansion  in  prison  spending,  growth  for  the 
institutional  spending  category  would  be  much  less  (FY90,+1.4%;  FY91,-2.9%;  FY92, 
-14.6%).  The  very  significant  fiscal  year  1992  downturn  in  spending  for  these  services 
reflects  a major  effort  to  reduce  the  size  of  the  institutional  system.  This  includes 
streamlining  to  utilize  physical  plant  more  efficiently  and  the  deinstitutionalization  of 
more  than  1500  patients.  We  return  to  this  crucial  policy  move  later. 

Other  Human  Services.  The  bulk  of  the  "other"  category  (perhaps  $1.4  of  the  $1.7 
billion  total)  consists  of  community-based  human  services,  most  of  which  are  purchased 
from  private  providers.  The  category  also  includes  state  direct  services  provided  by 
social  workers  in  the  Departments  of  Public  Welfare  and  Social  Services  as  well  as 
human  services  administration  not  elsewhere  classified.  Taken  together,  spending  for 
these  services  amounted  to  about  one-quarter  of  the  human  services  budget  in  fiscal 
year  1991.  Spending  on  these  services  rose  by  3.8%  in  fiscal  year  1990  and  declined  by  a 
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nearly  offsetting  3.4%  in  1991.  Thus,  total  spending  in  fiscal  1991  on  these  items  was  up 
only  $5  million  (or  0.3%)  between  1989  and  1991.  [If  we  were  adjusting  for  inflation,  a 
10%  reduction  would  have  been  obtained.]  For  fiscal  year  1992,  spending  is  expected  to 
fall  further,  by  1.2%,  despite  some  reallocation  of  resources  from  the  institutional 
accounts  to  pay  for  patients  being  transferred  to  the  community  system. 

Looking  at  the  period  between  fiscal  year  1989  and  1992,  shown  in  Table  3.1,  the  most 
severely  cut  program  types  include  adult  education  and  job  training  (-61  %),  substance 
abuse  (-30%),  daycare  (-27%),  elder  services  (-17%),  and  special  education  (-14%,  all  in 
FY92).  Mental  health,  the  largest  community-based  category,  falls  by  6%  before 
recovering  somewhat  in  fiscal  year  1992  as  a result  of  funding  for  deinstitutionalization. 
Funding  for  community-based  mental  retardation  programs  rises  by  a modest  8.5% 
(2.8%  per  year)  over  this  period,  with  much  of  the  improvement  coming  in  1992,  again, 
as  deinstitutionalization  is  implemented.  The  fairly  large  increase  for  child  and  family 
services  is  driven  by  increased  caseloads,  especially  the  numbers  of  children  in  foster 
care  or  receiving  group  care.  Funding  for  community-based  youth  correctional  services, 
most  community  health  programs,  homeless  shelters,  and  mental  health  has  remained 
essentially  unchanged  over  this  period. 

The  unmistakable  conclusion  carried  by  these  figures  is  that  fiscal  year  1991  spending 
for  community-based  human  services  has  been  cut.  If  we  had  adjusted  for  5%  annual 
inflation  (actual  inflation  has  been  higher)  we  would  see  that  only  child  and  family 
services  has  received  additional  inflation-adjusted  dollars.  (Adjusted  for  inflation,  spending 
on  family  services  rose  by  3.6%  per  year  during  this  period.) 


Sources  of  Support  for  Community-Based  Agencies 

]Ne  need  to  address  the  issue  of  what  resources  are  required  to  address  the 
problems  of  individuals. 

— Job  Training  Agency 

State  contracts  are  the  most  significant  source  of  support  by  far  among  the  agencies 
surveyed.  Contracts  represented  52.6%  of  the  total  fiscal  year  1991  revenues^^  of 
responding  agencies. Reliance  on  state  contracts  is  highest  for  agencies  specializing  in 
substance  abuse,  mental  health,  mental  retardation/special  needs,  and  elder  services.  It 
is  lowest  for  health  providers,  which  derive  more  than  one-half  of  their  support  from 
Medicaid  and  Medicare,  and  for  youth  service  agencies,  for  whom  client  fees  (mainly 
membership  dues)  represent  nearly  one-half  of  agency  budgets. 

The  most  important  sources  of  agency  support,  after  state  contracts,  are  other 
governmental  sources.  Municipal  and  federal  funding  comprise  about  15%  of  all 
agency  revenues,  Medicaid  and  Medicare  reimbursements,  about  10%.  Taken  all 
together,  governmental  funding  makes  up  about  three-quarters  of  the  funding  of  the 
surveyed  agencies.  Fees  paid  by  clients  represent  about  5%  of  agency  revenues.  All 
charitable  sources  add  up  to  about  8%,  with  private  foundations  and  the  United  Ways 
both  contributing  about  3%  to  overall  revenues.  Thirteen  percent  of  agency  revenues 
are  left  undocumented.  Revenue  sources  in  this  miscellaneous  category  include 
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investment  earnings,  income  from  the  sale  of  property,  or  revenues  from  affiliated 
agencies  (such  as  a national  parent). 

A profile  of  agency  revenue  composition  by  type  of  agency  is  offered  in  Table  3.2.  We 
leave  it  to  the  reader  to  examine  the  table,  but  offer  a few  highlights  below.  Keep  in 
mind  that  Table  3.2  presents  revenues  as  a share  of  agency  revenues.  That  is,  the  sums  of 
the  rows  approach  100%. 


Table  3.2 

Composition  of  Agency  Revenues  in  Fiscal  Year  1991 

Percent  of  Total  Revenues 


Agency  Type 

State 

Contracts 

Medi- 

caid 

Medi- 

care 

City  & 
Town 

Federal 

Private 

Found. 

Personal 

Contrib. 

United 

Ways 

Other 

Federated 

Client 

Fees 

Other 

Mental  Health 

67.3 

8.3 

0.8 

2.2 

1.8 

0.3 

0.2 

0.9 

0 

3.2 

14.8 

Special  Needs 

65.9 

8.8 

0.3 

5.4 

1.0 

1.0 

1.5 

0.8 

0 

3.3 

12.1 

Substance  Abuse 

67.1 

9.4 

0.2 

1.9 

4.1 

1.5 

1.3 

0.3 

0 

8.5 

6.3 

Health 

12.6 

37.6 

29.3 

1.6 

8.5 

0.4 

0.3 

1.4 

0 

3.5 

23.9 

Elder  Services 

66.4 

2.9 

0.8 

1.1 

17.6 

1.4 

2.2 

0.4 

0 

2.4 

5.3 

Daycare 

61.1 

0.9 

0 

3.2 

3.5 

6.2 

0.4 

3.0 

0 

12.3 

9.6 

Job  Training 

38.5 

0 

0 

12.1 

23.5 

6.2 

1.8 

2.5 

5.4 

4.7 

3.9 

Family  Services 

30.6 

3.4 

0.4 

7.3 

1.5 

6.6 

3.5 

7.4 

0.8 

8.4 

30.6 

Battered  Women 

56.5 

0 

0 

3.1 

4.1 

7 

9.3 

8.7 

0 

1.5 

8.7 

Homeless  Services 

56.3 

0 

0 

4.5 

7.8 

12.4 

11.8 

4.6 

0.8 

0.6 

4.9 

Youth  Services 

12.9 

0 

0 

1.0 

0.7 

7.6 

5 

16.7 

0.8 

45.5 

11.8 

Special  Education 

28.5 

0.2 

0 

55.7 

1.5 

0.7 

3.2 

0.9 

0 

0.8 

10.7 

Residential 
Youth  Services 

59.9 

0.8 

0 

15.6 

0.7 

6.9 

1.1 

0.7 

0 

0.5 

12.9 

Adult  Offenders 

61.7 

0 

0 

12.8 

8.4 

7.8 

0.4 

1.4 

0 

2.9 

5.6 

Multiservice 

51.5 

2.2 

0 

5.7 

20.9 

2.6 

1.0 

3.1 

0.1 

1.7 

5.1 

TOTAL 

52.6 

7.2 

3.0 

8.2 

7.4 

2.6 

1.7 

2.7 

0.3 

5.4 

12.6 

Medicaid  and  Medicare.  Health  agencies  are  the  only  type  able  to  make  extensive 
use  of  Medicaid  and  Medicare  as  revenue  sources.  Mental  health,  special  needs,  and 
substance  abuse  agencies  appear  to  have  some  access  to  Medicaid,  however. 

City  and  Federal  Funding.  Special  education  providers  are  the  principal  agency  type 
to  receive  funding  from  cities  and  towns,  and  municipal  funding  is  the  most  important 
source  of  funding  for  these  providers.  To  the  extent  that  state  aid  finances  these 
payments,  these  amounts  could  be  traced  back  to  the  state.  This  is  an  exercise  we 
avoid.  Residential  youth  services,  which  often  house  766  programs^'^  as  well,  also 
receive  municipal  funding. 
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Job  training  agencies  generate  a substantial  portion  of  their  revenues  from  both  city  and 
federal  sources.  In  practice,  most  of  these  dollars  are  federal  in  origin,  with  the  city 
(Boston,  for  example)  acting  as  local  administrator.  Indeed,  job  training  programs,  like 
the  Job  Training  Partnership  Act  (JTPA)  program,  remain  one  of  the  few  areas  of  direct 
federal  programming  in  human  services;  most  other  areas  are  dominated  by  block 
grants. 

Multiservice  agencies  also  receive  a great  deal  of  federal  funding.  This  category 
includes  Community  Action  Program,  or  CAP,  agencies  that  were  created  during  the 
mid-'60s  to  implement  federal  war-on-poverty  programs  such  as  Head  Start.  There  are 
nine  CAP  agencies  in  the  data  set.  Nearly  one-half  of  their  budgets  remains  federally 
funded  and  together,  they  account  for  one-half  of  all  the  federal  dollars  among 
surveyed  agencies. 

Client  Fees.  Besides  youth  services  agencies,  noted  above,  daycare  and  substance 
abuse  agencies  rely  relatively  heavily  on  client  fees  as  a source  of  revenue.  It  should  be 
noted  that,  for  many  agency  types  such  as  mental  health,  mental  retardation,  and 
substance  abuse,  the  "fee"  is  a proportion,  usually  25%,  of  the  client's  government 
benefit  check,  usually  SSI.  Typically,  the  fee  is  "rent"  that  offsets  part  of  the  cost  of 
residential  treatment.  To  the  extent  that  the  state  cuts  programs  like  SSI,  which  has 
been  threatened,  or  GR  eligibility,  which  has  been  done,  these  resources  will  be 
unavailable  to  help  fund  services.  Unfortunately,  these  data  cannot  be  used  to  calculate 
the  exact  impact  of  changes  in  benefit  programs  on  private  agency  funding. 

Charitable  Sources.  Access  to  charitable  support  varies  dramatically  across  agency 
types.  Generally,  "clinical"  services  - mental  health,  substance  abuse,  and  health  — do 
not  depend  upon  charitable  sources  to  any  degree  (less  than  5%  of  revenues).  Similarly, 
special  education  providers  generate  little  charitable  support.  Youth  services  and 
homeless  agencies,  on  the  other  hand,  derive  approximately  one-third  of  their  revenues 
from  charity.  Also  high  on  this  measure  are  battered  women's  agencies  and  family 
services. 

Agencies  also  differ  with  respect  to  the  specific  types  of  charities  they  access.  Homeless 
shelters  and  battered  women's  agencies  rely  more  heavily  than  other  agencies  upon 
personal  contributions.  Youth  services  agencies,  a category  which  includes  traditional 
agencies  like  the  YMCA,  derive  17%  of  their  support  from  United  Ways.  Family  service 
agencies  and,  again,  battered  women's  agencies  also  rely  more  heavily  than  average  on 
United  Way  dollars.  Homeless  shelters,  youth  services  agencies,  and  residential  youth 
agencies  are  most  dependent  on  private  foundations  and  trusts,  with  daycare,  battered 
women's,  and  adult  offender  agencies  also  making  higher  than  average  use  of  this 
source. 

Perhaps  the  most  striking  feature  of  the  figures  in  Table  3.2  is  the  relatively  small 
contribution  of  charitable  sources  to  total  agency  revenues.  Early  in  the  fiscal  crisis, 
there  were  various  rumblings  that  the  private  sector  "would  have  to  do  more."  Clearly, 
these  data  show  that  there  is  a limit  to  how  much  more.  They  also  suggest,  to  us,  that 
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the  role  of  charity  in  human  services  needs  to  be  better  understood.  SPRG  is  therefore 
dedicating  a special  report.  The  Uncharitable  Outlook,  to  this  important  question. 


Fiscal  Year  1991  Funding  Trends  For  Community-Based  Agencies 

Overall,  the  352  responding  agencies  reported  total  fiscal  year  1991  revenues  that  were 
essentially  unchanged  over  1990  levels.  This  result  is  misleading  since  most  sources  of 
revenue  posted  declines,  including  state  contracts,  municipal  and  federal  funding,  and 
charitable  support  from  private  givers  and  the  United  Ways.  Only  revenues  from 
Medicaid  and  Medicare  reimbursements  grew  rapidly  (along  with  fees  paid  by  clients), 
and  it  was  this  revenue  source  that  masked  the  difficulties  faced  by  most  agencies. 
Finally,  grants  from  foundations  and  trusts  increased.  But  the  critical  point  from  our 
observations  is:  The  performance  of  most  funding  sources,  not  just  state  contracts,  has  been 
poor  during  the  crisis  period. 

In  current  dollars,  42%  of  all  agencies  experienced  overall  revenue  losses,  and  52% 
experienced  reductions  in  state  contract  funding.  After  adjusting  for  inflation,  72%  of 
all  agencies  show  declines  in  total  revenues  and  82%  cuts  in  state  contracts.  Tables  3.3 
and  3.4  summarize  the  revenue  trend  data  for  all  agencies  surveyed. 


Table  3.3 

Summary  of  Revenue  Trends  in  Fiscal  Year  1991 


Revenue  Source 

% Change 

N 

% of  Agencies 
Reporting  Source 

% of  Total 
Revenues 

Total  Revenues 

0.7 

352 

100 

100 

Governmental  Sources 

State  Contracts 

(2.4) 

395 

91 

52.6 

Medicaid 

11.3 

424 

21 

7.2 

Medicare 

9.0 

422 

8 

3.0 

Cities  & Towns 

(.8) 

418 

45 

8.2 

Federal 

(2.1) 

414 

43 

7.4 

Charitable  Sources 

Private  Foundations 

9.1 

393 

61 

2.6 

Personal  Contributions 

(1.8) 

397 

66 

1.7 

United  Ways 

(8.6) 

414 

42 

2.7 

Other  Federated  Campaigns 

1.3 

415 

6 

0.3 

Other  Sources 

Client  Fees 

8.3 

407 

60 

5.4 

Other  (implied) 

2.6 

186 

n/a 

12.6 

20 
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Table  3.4 


Distribution  of  Fiscal  Year  1991  Revenue  Changes 


Percent  of  Agencies  Reporting... 

Decreases 

No  Change 

Increases 

Total  Revenues 

Nominal  Percent  Change 

42% 

12% 

46% 

Real  Percent  Change* 

72% 

<1 

28% 

State  Contracts 

Nominal  Percent  Change 

52% 

21% 

27% 

Real  Percent  Change* 

82% 

1% 

18% 

* Adjusting  tor  5%  inflation 


These  basic  revenue  trends  play  themselves  out  very  differently  across  different  types 
of  agencies  arrayed,  again,  by  program  class  (services  specialization).  These  data  are 
presented  on  Table  3.5.  Note  that  the  table  is  highlighted  to  emphasize  trends  in 
revenue  concepts  that  represent  significant  portions  of  total  revenues  for  the  type  of 
agency  shown.  If  a revenue  source  represents  20%  or  more  of  agency  revenues,  the 
data  are  shown  in  bold-face.  (For  these  percentages,  see  Table  3.2,  above.) 

Table  3.5 

Fiscal  Year  1991  Revenue  Trends  by  Agency  Specialization 

Percent  Change  1990-1991 


Agency  Type 

Total 

Revenues 

Total 

Contracts 

Medi- 

caid 

Medi- 

care 

Clty& 

Town 

Federal 

Private 

Found. 

Personal 

Contrlb. 

United 

Ways 

Other 

Federated 

Client 

Fees 

Mental  Health 

3.0 

0.7 

6.9 

10.2 

(9.3) 

26.7 

(9.5) 

3.3 

(0.3) 

n/a 

6.9 

Special  Needs 

2.1 

3.9 

4.2 

18.1 

(1.6) 

1.8 

(5.1) 

13.8 

0.4 

45.5 

8.6 

Substance  Abuse 

(1.0) 

(8.6) 

59,4 

60.6 

(5.8) 

(4.6) 

0.0 

(34.7) 

(1.2) 

n/a 

4.4 

Health 

14.2 

(2.7) 

12.0 

7.7 

(6.4) 

16.3 

18.7 

(2.5) 

0.2 

275 

17.6 

Elder  Services 

(3.7) 

(6.3) 

1.9 

80.1 

(33.8) 

6.5 

(3.2) 

(20.0) 

4.0 

n/a 

15.5 

Daycare 

(4.3) 

(5.3) 

3.9 

n/a 

(3.7) 

(14.2) 

31.2 

(15.2) 

(12.1) 

n/a 

0.3 

Job  Training 

(3.5) 

(0.1) 

5.8 

n/a 

(7.9) 

(13.7) 

26.5 

(5.5) 

(9) 

(1.5) 

11.6 

Family  Services 

(3.4) 

(14.2) 

7.2 

4.7 

(4.0) 

88.6 

4.1 

11.5 

(23.2) 

(9.9) 

(4.4) 

Battered  Women 

(4) 

(3.9) 

n/a 

n/a 

(9.3) 

34.4 

44.9 

24.2 

(9.8) 

(9.8) 

Homeless  Services 

4.4 

2.7 

n/a 

n/a 

11.1 

11.3 

16.6 

13.7 

20.9 

29.6 

385.7 

Youth  Services 

(1.1) 

(12.5) 

n/a 

n/a 

(3.9) 

(22.0) 

(13.3) 

7.9 

(5.8) 

0.0 

11.7 

Special  Education 

0.9 

6.0 

0.0 

n/a 

2.6 

(11.0) 

8.6 

(17.5) 

(1.8) 

20.0 

1.6 

Residential 
Youth  Sen/ices 

2.8 

4.0 

73.6 

n/a 

(3.3) 

(3.4) 

5.8 

4.8 

(6.5) 

0.0 

2.6 

Adult  Offenders 

(8.7) 

(13.7) 

n/a 

n/a 

(11.6) 

16.9 

76.0 

33.3 

22.5 

(33) 

Multiservice 

(4.5) 

(10.3) 

24.1 

22.9 

(0.9) 

(5.6) 

14.9 

(7.4) 

(9.9) 

6.7 

2.2 

TOTAL 

0.7 

(2.4) 

11.3 

9.0 

(0.8) 

(2.1) 

9.1 

(1.8) 

(8.6) 

1.3 

6.3 

Boldfaced  entries  represent  20%  or  more  of  agency  revenues  in  1991. 


Total  Revenues.  Health  services  agencies  are  the  only  type  to  report  strong  revenue 
growth  (that  is,  growth  in  excess  of  inflation).  This  follows  from  the  earlier  discussion 
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of  Medicaid  and  Medicare  revenue  trends.  After  health,  no  sector  posts  gains  in  excess 
of  inflation,  although  mental  health,  special  needs,  homeless,  special  education,  and 
residential  youth  agencies  show  small  nominal  increases  in  their  total  budgets.  The 
remaining  sectors  all  show  declines  in  total  revenues  in  fiscal  year  1991,  ranging  from  a 
1%  contraction  in  substance  abuse  agencies  to  a 8.7%  shrinkage  for  agencies  serving 
adult  offenders. 

State  Contracts.  Only  special  education,  special  needs,  homeless  shelters,  and 
residential  youth  agencies  post  fiscal  year  1991  increases  in  state  contract  funding,  but 
the  increase  exceeds  inflationary  losses  only  in  the  case  of  special  education  providers. 
Contracts  for  mental  health  and  job  training  are  flat  compared  to  1990  levels.  And  the 
remaining  sectors  show  cuts.  Most  severely  affected  were  family  services,  youth 
services,  adult  offender,  and  multiservice  agencies  — all  with  double-digit  reductions  in 
state  contract  funding. 

Our  principal  benchmark  against  which  we  can  compare  our  state  contract  data  is  the 
state  budget  itself.  The  aggregate  state  contract  change  (from  Table  3.3)  of  (2.4%)  is 
roughly  compatible  to  the  change  in  "other  human  services"  in  the  state  budget  (Table 
3.1).  The  latter  figure  is  (3.4)%  indicating  a decent  overall  match.  Unfortunately  the 
definitional  mismatch  between  specific  categories  is  more  troubling  than  the  aggregate. 
Most  agencies  receive  money  from  serveral  budget  accounts.  It  is  best  to  interpret  the 
state  budget  at  face  value,  as  the  funding  in  program  x,  and  our  data  as  what  it  is, 
funding  for  Agency  X.  Keeping  in  mind  that  the  two  do  not  match  exactly,  we  refer, 
again,  to  the  program  by  agency  reference  table  in  the  appendix. 


* The  Lost  Souls  Problem.  Percent  change  figures  presented  throughout  this 
report  fairly  represent  trends  for  the  agencies  (and  programs)  responding  to 
the  survey.  In  addition,  because  the  sample  is  generally  representative  of  the 
system  as  a whole,  it  also  represents  the  activity  of  all  programs  in  the  sample 
frame.  But  they  will  overstate  (positive  bias)  the  change  for  the  system  as  a 
whole.  The  reason  is  that  they  make  no  adjustment  for  lost  souls:  programs 
and  agencies  that  have  closed,  and  have  therefore  fallen  out  of  this  sample.^® 
Agencies  and  programs  remaining  in  operation  expand  by  "picking  up"  the 
clients  left  unserved  by  those  that  have  closed.  For  example,  if,  in  a system 
with  two  equal-sized  providers,  one  agency  is  forced  to  close  after 
experiencing  a 20%  contract  cut  and  the  another  picks  up  the  remaining  80%, 
the  total  amount  spent  decreases  by  10%,  but  the  agency  that  remains,  and  the 
only  one  we  can  survey,  records  an  increase  of  80% ! If  we  "forget"  about  the 
agency  that  closed,  we  could  make  a grave  error.  This  is  the  reason  why  we 
must  keep  the  overall  budget  context  in  mind,  and  why  we  have  presented  it 
first. 
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Other  Governmental  Revenues.  Medicaid  and,  especially.  Medicare  are,  as  was 
noted  above,  concentrated  in  health  agencies;  so  this  disaggregation  adds  little  to  our 
understanding  of  trends  in  these  sources  in  the  system  as  a whole.  Substance  abuse 
agencies,  however,  do  show  a promising  surge  toward  Medicaid  funding  which  should 
be  closely  watched.  Although  not  evident  in  the  aggregate  shown  here,  a small  number 
of  substance  abuse  agencies  also  gain  significant  additional  federal  funding,  a clear 
artifact  of  the  escalating  War  on  Drugs.  City  funding,  very  important  only  for  special 
education  providers,  posts  a modest  rise  there.  Federal  funding,  important  only  for  job 
training  and  multiservice  agencies,  declines  significantly  for  both. 

Fees.  Youth  services  agencies  increased  fee  revenues  by  11.7%  in  fiscal  year  1991.  Fee 
revenues  were  unchanged  for  daycare  agencies.  This  may  reflect  the  decline  in  voucher 
daycare,  which  could  be  counted  as  fees  by  some  agencies  (because  the  funding  follows 
the  client  as  if  it  were  cash).  Fee  revenues  rose  for  special  needs,  substance  abuse, 
health,  and  job  training.  In  other  sectors,  fees  are  not  a significant  revenue  source. 

Charity.  SPRG  has  devoted  a special  report.  The  Uncharitable  Outlook,  specifically  to  the 
issues  relating  to  private  philanthropic  support  of  human  services.  We  direct  the  reader 
to  that  report  as  a complement  to  Table  3.5. 
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The  Pressures  From  the  Community 


Because  cutting  expenditures  was  the  primary  route  for  balancing  the  Commonwealth's 
FY1991  budget,  it  was  a given  that  providers  of  human  services  (as  in  other  affected 
areas  of  state  government)  would  have  to  make  do  with  less.  The  Massachusetts  fiscal 
crisis  presents  a more  complicated  situation  than  that,  however.  Private  providers  of 
human  services  have  not  merely  been  asked  to  make  do  with  less;  they  have  been  asked 
to  do  more  with  less. 

This  chapter  briefly  presents  the  findings  that  support  this  striking  conclusion.  It  is 
based  primarily  upon  three  facts  that  emerge  from  our  surveys: 

(1)  Despite  funding  reductions,  the  number  of  clients  served  by  the  system  has 
continued  to  rise. 

(2)  Providers  generally  categorize  their  clients  as  more  difficult  cases  requiring 
more  complex  or  intensive  treatments. 

(3)  The  collision  between  rising  need  and  constrained  capacity  has  led  to 
extremely  long  waits  for  many  services. 

Other  indicators  of  community  need,  drawn  from  public  sources,  corroborate  these 
survey  findings.  This  evidence  ranges  from  indicators  of  general  economic  and  social 
distress  to  indicators  of  demand  for  public  programs  not  tracked  here. 


Caseloads  Continue  to  Rise 

Having  resources  stripped  away  without  looking  at  the  impact  on  clients...  is 
most  regrettable. 

- Family  Service  Agency 

Our  surveys  point  toward  a rise  in  client  caseloads  in  fiscal  year  1991.  Information  on 
total  caseloads  were  collected  by  program  (see  discussion  of  the  surveys  in  the 
Introduction)  For  reasons  that  will  become  clear,  we  review  these  data  from  both 
distributional  and  aggregate  perspectives. 

Increased  Caseloads  Common.  More  than  two  out  of  every  five  respondents  (43%) 
reported  that  they  expected  the  number  of  clients  served  by  their  program  to  increase  in 
fiscal  year  1991.  In  fact,  17%  of  all  programs  reported  substantial  1991  caseload 
increases  that  is,  of  greater  than  20%.  By  contrast,  one-third  (36%)  reported  that  the 
numbers  of  clients  served  was  expected  to  remain  the  same  and  only  one  in  five  (21  %) 
reported  a decrease  in  clients  served.  Program  types  most  likely  to  have  experienced  a 
decline  were  those  serving  adult  offenders,  employment  training,  elder  services, 
daycare,  and  adult  education.  Least  likely  to  report  a decline  were  mental  health. 


THE  SOCIAL  POLICY  RESEARCH  GROUP 


25 


health,  and  special  needs  programs.  Health,  substance  abuse,  and  battered  women’s 
programs  were  the  most  likely  to  report  an  increase. 


Table  4.1 

Distribution  of  Caseload  Changes 


Program  Type 

Declined 
20%  or  more 

Declined 
1 to  20% 

No  Change 

Increased 
1 to  20% 

Increased 
20%  or  more 

Mental  health 

1 

7 

38 

37 

17 

Counseling 

9 

11 

31 

31 

17 

Youth  (res) 

7 

8 

35 

32 

18 

Youth  (non-res) 

9 

10 

27 

29 

25 

Adult  offenders 

8 

31 

23 

23 

15 

Substance  abuse 

9 

14 

16 

39 

23 

Health 

7 

7 

24 

38 

23 

Elder 

12 

22 

21 

24 

21 

Daycare 

15 

18 

35 

23 

9 

Adult  Ed. 

12 

19 

25 

12 

31 

Employment  & 

training 

26 

12 

21 

16 

26 

Homeless 

14 

6 

34 

29 

17 

Battered  women 

12 

12 

12 

62 

0 

Special  Needs 

6 

11 

59 

14 

9 

TOTAL 

9 

12 

36 

26 

17 

An  Overall  Rise.  Overall,  the  numbers  of  clients  served  by  responding  agencies  rose 
by  between  5 and  10%.  This  figure  is  approximate  because  agencies  employ  no 
standardized  method  of  counting  clients  served.  Interagency  differences  do  not  affect 
our  sense  of  change  within  an  agency  (and,  hence,  the  distributional  data  presented 
above),  but  they  do  make  comparisons  across  agencies  difficult.  In  order  to  facilitate 
such  analyses,  respondents  were  asked  to  grade  their  client  counts  on  two  four-point 
scales  designed  to  measure  the  likelihood  that  "a  client  is  counted  more  than  once"  or 
that  "a  single  client  actually  represents  more  than  one  individual."^^  By  choosing  only 
those  programs  whose  answers  to  both  the  over-count  and  under-count  questions  is 
"should  not  be  possible,"  we  can  obtain  a self-defined  set  of  "best"  client  count  data 
which  can  then  be  compared  to  the  results  from  across  all  programs. 

For  all  responding  programs,  the  numbers  of  clients  served  rose  by  8.6%  in  fiscal  year 
1991.  And  employing  our  "best"  or  most  accurately  reported  data  does  not  alter  this 
figure  significantly.  These  (best  data)  programs  (representing  54%  of  the  total)  reported 
a total  change  in  clients  served  of  8.9%. 

Still,  these  figures  are  somewhat  deceptive  because  of  the  large  impact  of  health  service 
clients  on  the  total.  Representing  approximately  one-quarter  of  all  health  and  human 
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services  clients  in  fiscal  year  1991,  the  number  of  health  services  clients  rose  at  double- 
digit rates  during  the  year.  If  health  programs  are  excluded  from  the  total,  the  change 
in  number  of  clients  served  by  the  remaining  program  types  falls  to  4.6%  for  programs 
with  the  "best"  data.  Table  4.2  summarizes  these  data. 


Table  4.2 

Caseload  Trends 


All  Programs 

Health 

All  Programs 

Programs 

Except  Health 

All  data 

8.6% 

1 1 .3% 

8.3% 

"Best"  data 

8.9% 

24.4% 

4.6% 

* Besides  Health,  Homeless  Services  and  information  and  referral  services  produce  very  high  ciient 
counts.  (I&R  "caseloads"  also  rose  very  rapidly  during  the  year.)  When  these  are  removed  the  "all  data" 
change  falls  to  4.0%  and  the  "best  data"  to  4.9%. 


These  figures  fairly  represent  the  caseload  trends  for  the  programs  responding  to  the 
survey.  In  addition,  because  the  sample  is  generally  representative  of  the  system  as  a 
whole,  it  also  represents  the  activity  of  all  programs  in  the  sample  frame.  These  figures 
likely  overstate  the  increase  in  the  numbers  of  people  served  by  the  private-provider 
network  as  a whole,  however,  because  of  the  "lost  souls"  problem  described  on  page  22. 
Briefly  restated,  increased  caseloads  in  a shrinking  service  system  do  not  necessarily 
mean  that  more  people  are  being  served.  Unfortunately,  because  we  have  no  means  of 
knowing  how  many  individuals  were  served  by  this  system  in  1990  versus  1991,  we  are 
unable  to  estimate  this  effect. 

State  Policy  Changes.  State  policy  choices  will  significantly  affect  these  caseload 
figures.  Through  a program  of  deinstitutionalization,  a total  of  700  mental  health 
patients  and  811  mentally  retarded  clients  is  expected  to  be  transferred  to  the 
community-based  system  in  the  next  two  years.  This  will  result  in  an  increase  both  in 
the  number  and  in  the  complexity  of  caseloads  that  some  agencies  will  carry.  Further 
discussion  of  these  changes  is  provided  at  the  close  of  Chapter  7. 


Increased  Intensity  of  Client  Needs 

Agencies  frequently  reported  that  the  service  needs  of  clients  were  increasing.  Sixty- 
two  percent  of  respondents  reported  that  clients  required  "more  intensive"  services. 
Program  areas  most  likely  to  report  this  included  programs  for  adult  offenders  (77%), 
residential  youth  programs  (74%),  mental  health  programs  (73%),  and  counseling 
(72%).  Forty-three  percent  of  respondents  said  that  clients  required  more  emergency 
services.  Program  areas  most  likely  to  report  this  need  included  battered  women's 
services  (80%),  adult  offender  programs  (75%),  adult  education  (60%),  and  counseling 
(56%).  Finally,  44%  of  program  respondents  reported  that  clients  needed  more  long- 
term services,  compared  to  only  8%  reporting  that  shorter-term  services  were  needed. 
Programs  for  adult  offenders,  again,  were  the  most  likely  to  mention  this  need  (77%). 
Homeless  programs  (74%)  and  adult  education  programs  (60%)  also  frequently  cited 
increasing  needs  for  longer  term  services. 
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There  are  two  types  of  explanations  for  these  shifts,  both  of  which  are  probably  true  in 
some  degree.  First,  increasingly  complex  caseloads  may  reflect  the  increasing 
complexity  of  social  problems  generally;  for  example,  the  confluence  of  drug  problems 
with  educational  inadequacy,  underemployment,  family  problems  and  other 
phenomena. 

The  second  possibility  is  that  these  data  reflect  the  longer  term  influence  of  government 
rules  concerning  client  selection  in  community-based  agencies.  Lipsky  and  Smith  write 
that  "government  applies  the  equity  standard  that  the  neediest  should  be  served  first;" 
this  contrasts  with  the  traditional  viewpoint  of  private  human  service  agencies,  who 
chose  clients  who  most  closely  matched  their  agency  mission,  however  defined. 
Potential  conflicts  arising  from  this  difference  are  discussed  in  Chapter  8. 


Waits  Rise  As  the  System  Falls  Behind 

In  fiscal  year  1991,  an  individual  in  search  of  services  at  a provider  agency  "typically" 
experienced  a wait  of  17  weeks,  up  2 weeks  or  11%  over  SPRG's  fiscal  year  1990 
estimates.^^  Elder  services  programs  experienced  the  largest  increase  in  waiting  lists, 
which  rose  from  4 to  10  weeks.  Also  rising  rapidly  were  waits  for  adult  education 
services  (from  15  to  20  weeks),  job  training  and  allied  services  (11  to  15  weeks),  as  well 
as  youth  programs  (14  to  18  weeks).  Also  notable:  The  average  wait  for  daycare  among 
responding  agencies  was  26  weeks,  up  9%  from  fiscal  year  1990  (24  weeks).  These  data, 
previously  reported  in  No  Substitute  for  Reform,  are  summarized  in  Table  4.3. 
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Table  4.3 

Summary  of  Waiting  List  Responses 


Current  Walt 

Program  Area  (weeks) 

Walt  Last 
Year 

Percent  Number  of 

Change  Programs  Reporting 

Total  Number  of 
Programs  Reporting 

Mental  Health 

6 

7 

(20%) 

40 

105 

Counseling 

11 

10 

7% 

38 

101 

Youth  - Residential 

7 

7 

2% 

14 

64 

Youth  - Nonresidential 

18 

14 

28% 

19 

79 

Adult  Offenders 

3 

4 

(16%) 

8 

13 

Substance  Abuse 

6 

6 

(9%) 

29 

55 

Community  Health 

11 

7 

65% 

18 

64 

Elder  Services 

10 

4 

149% 

14 

66 

Daycare 

26 

24 

9% 

74 

157 

Adult  Education 

20 

15 

35% 

13 

17 

Job  Training 

15 

11 

315 

9 

45 

Homeless  Services 

13 

13 

2% 

8 

41 

Battered  Women 

6 

6 

NC 

1 

10 

Special  Needs 

54 

50 

9% 

27 

231 

TOTAL 

17 

15 

11% 

342 

1156* 

* Includes  1 08  programs  classified  as  "other". 


These  figures  only  begin  to  suggest  the  real  levels  of  unmet  need.  In  a 1990  survey 
conducted  among  Boston  providers,  agency  executives  reported  that,  for  40%  of  their 
programs,  waiting  lists  did  not  reflect  the  many  clients  who  had  been  turned  away.  As 
such,  it  is  important  to  read  waiting  lists  as  just  one  proxy  for  the  degree  of 
correspondence  between  service  capacities  and  services  demand. 
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V. 


A Vulnerable  System 


In  the  above  chapters,  we  documented  the  pressures  that  the  network  of  private 
providers  have  faced  during  fiscal  1991.  Now  we  turn  to  the  providers  themselves. 

How  well  are  individual  providers  able  to  withstand  these  pressures?  As  the  following 
discussion  will  show,  our  answer  is  : not  very  well.  Private  providers  of  human 
services  in  Massachusetts  are  in  a weak  and  declining  financial  position.  It  seems 
unlikely  that  they,  as  a group,  will  be  able  to  withstand  the  sundry  pressures  mounting 
against  them  for  very  long.  Indeed,  the  next  section  (Part  Three)  of  the  paper  will  begin 
the  difficult  task  of  documenting  the  transformation  of  the  system  of  care  that  is 
underway,  even  now,  partly  as  a result  of  these  pressures.  But  for  now,  this  chapter 
focuses  on  the  financial  vulnerability  of  the  system  as  we  find  it  in  fiscal  year  1991. 

Our  conclusion  that  the  financial  position  of  private  human  service  providers  is  very 
poor  is  based  on  agency  responses  to  questions  about  operating  surpluses,  financial 
reserves,  and  fund  balances  — each  of  which  is  treated  in  turn  below. 

In  brief,  more  than  one-third  of  all  agencies  reported  operating  deficits  and  the 
combined  budgets  of  responding  agencies  summed  to  an  operating  deficit  for  fiscal  year 
1991.  In  the  face  of  these  losses,  relatively  few  agencies  had  access  to  endowments  or 
other  financial  reserves.  Even  when  cash  reserves  were  present,  they  tended  to  be  small 
relative  to  agency  budgets.  These  trends  are  also  reflected  in  agency  balance  sheets, 
which  reveal  small  and  shrinking  fund  balances. 


Operating  Surplus  and  Deficit  Positions 

]Ne  cannot  continue  to  loithstand  operating  deficits  due  to  underfunding. 

— Mental  Retardation  Provider 

The  operating  surplus  (or  deficit)  of  an  agency  is  defined  as  agency  revenues  less 
expenditures.  Taken  together,  responding  agencies  reported  a very  small  operating 
surplus  for  fiscal  year  1990.  The  surplus,  equaling  1.3%  of  revenues,  amounted  to  less 
than  five  days  of  capital.  At  the  time  of  the  survey,  however,  responding  agencies 
already  projected  an  operating  deficit  for  fiscal  year  1991  equalling  0.2%  of  revenues. 

Table  5.1  summarizes  the  agency  operating  balances  in  fiscal  years  1990  and  1991.  In 
both  years,  approximately  one-third  of  all  agencies  report  operating  deficits.  In  fiscal 
year  1990,  however,  almost  half  report  some  kind  of  surplus.  In  1991,  only  one-quarter 
of  all  agencies  report  a surplus  and  41%  project  that  they  will  "break  even."  Clearly,  a 
large  percentage  of  the  zero  balance  estimates  will  prove  faulty,  so  it  is  likely  that  the 
proportions  reporting  both  surpluses  and  deficits  in  1991  will  rise.  Notably,  14%  of  all 
agencies  reported  deficits  in  both  years  — these,  which  we  would  have  to  classify  as 
most  at  risk,  are  distributed  across  all  sectors  of  human  services.  Taking  the  opposite 
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viewpoint,  20%  of  all  agencies  reported  a surplus  in  both  years.  That  is,  only  one  in  five 
agencies  can  be  classified  as  "healthy"  even  by  this  minimal  standard. 

And  indeed  it  is  a minimal  standard.  By  1991,  almost  no  agencies  report  surpluses  in 
excess  of  5%  of  revenues.  This  benchmark  is  referenced  here  and  offered  in  Table  5.1 
because  the  5%  guideline  has  been  proposed  as  a general  "prudent  man"  standard  in  the 
Commonwealth's  component  pricing  reform  plan.  Purchase-of-service  reformers  have 
recognized  that  the  historical  requirement  that  agencies  balance  state  funding  with 
expenditures  exactly  established  an  unsound  and  unrealistic  business  standard  for  the 
private-provider  industry.  Anecdotally,  we  can  report  that  many  agencies,  reporting 
surpluses  of  1 or  2%  in  fiscal  year  1990,  expressed  apologies  in  marginal  comments  on 
their  survey  forms. 


Table  5.1 

Summary  of  Agency  Operating  Balances 


Percent  of  Agencies  reporting... 

FY90 

FY91 

Operating  Deficit 

32% 

33% 

Zero  Balance 

20% 

41% 

Operating  Surplus 

48% 

26% 

Surplus  > 5%  (positive  only) 

17% 

6% 

Operating  Surplus  or  Deficit  as  a 
Percent  of  Revenues  for  all  agencies 

1 .3% 

(0.2%) 

Table  5.2  disaggregates  some  of  these  concepts  for  the  agency  types  defined  earlier.  We 
offer  a few  observations  based  on  this  exhibit  and  related  work.  First  is  that  all  types  of 
agencies  experienced  declines  between  1990  and  1991.  In  every  case,  fewer  agencies 
reported  surpluses  and  the  aggregate  surplus  decayed.  This  gives  evidence  to  a claim 
that  the  effects  of  the  crisis  were  very  widespread  and  indiscriminate,  especially  in  fiscal 
year  1991.  Second,  however,  we  note  that  some  types  of  agencies  appear  to  have 
reached  a crisis  level  earlier  than  others.  These  agency  types  were  the  least  likely  to 
report  a surplus  in  fiscal  year  1990  homeless  shelters  and  include  adult  education  and 
job  training  agencies,  youth  services  agencies,  and  multiservice  providers.  A similar  list 
for  fiscal  year  1991  would  include  these  same  five,  as  well  include  elder  services 
agencies  and  agencies  serving  adult  offenders. 
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Table  5.2 

Surplus  By  Agency  Type 


Percent  Reporting 
Agency  Type  a Surplus  In  FY90 

Percent  Reporting 
a Surplus  in  FY91 

Overall  Surplus  as  a 
% of  Revenue,  FY90 

Overall  Surplus  as  a 
% of  Revenue,  FY91 

Mental  Health 

69 

40 

1.8 

0.2 

Special  Needs 

65 

30 

7.3 

(0.3) 

Substance  Abuse 

68 

43 

1.2 

0.1 

Community  Health 

67 

50 

2.2 

0.5 

Elder  Services 

64 

27 

0.6 

0.0 

Daycare 

56 

43 

1.6 

(1.2) 

Job  Training 

35 

10 

(1.3) 

(1.5) 

Family  Services 

59 

42 

1.4 

0.1 

Battered  Women 

89 

56 

10.8 

1.3 

Homeless  Services 

47 

16 

(0.6) 

(1.0) 

Youth  Services 

44 

10 

0.4 

(0.6) 

Special  Education 

52 

21 

2.1 

0.5 

Residential  Youth 

54 

44 

(0.4) 

(2.1) 

Adult  Offenders 

67 

17 

1.9 

(1.6) 

Multiservice 

47 

37 

0.1 

(0.6) 

Endowments  and  Reserves 

Given  this  portrait  of  declining  surpluses  and  increasing  deficits,  we  can  rightly  ask: 
How  prepared/able  are  providers  to  contend  with  this  decay  in  their  current  accounts? 
And  again,  the  answer  is:  not  very  well.  Only  a minority  of  agencies  have  endowments 
or  liquid  reserves.  And  even  when  these  are  available,  they  tend  to  be  small  relative  to 
agency  budgets. 

Only  19%  of  all  agencies  reported  an  endowment  fund,  but  most  of  these  were  small 
relative  to  annual  expenditure  levels.  Endowment  values  were  substantial  (equalling 
more  than  one  year's  revenues)  for  only  a quarter  of  the  endowed  agencies  (5%  of  all 
agencies).  Table  5.3,  which  summarizes  the  data  on  financial  reserves,  expresses 
endowment  and  reserve  values  in  terms  of  agency  budgets.  The  combined  value  of 
endowments  for  all  responding  agencies  was  equal  to  14%  of  revenues.  Translated,  this 
represents  less  than  two  months  capital.  For  agencies  that  actually  had  the 
endowments,  the  value  of  these  resource  equaled  63%  of  revenues  on  average,  or  about 
eight  months  of  operating  revenues. 
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Table  5.3 

Agency  Endowments  and  Reserves 


Endowments 

Reserves" 

Unrestrlcted 

Reserves- 

Restrlcted 

Endowments 

Reserves 

Percent  reporting 

19% 

37% 

31% 

50% 

Value  (as  a % of  revenue) 

None 

81% 

63% 

69% 

50% 

= 1 month  or  less 

5% 

21% 

19% 

22% 

= 1 year  or  less 

9% 

16% 

12% 

21% 

= more  than  1 year 

5% 

0% 

0% 

7% 

Total  % of  revenue: 

Agencies  reporting: 

63% 

8% 

7% 

35% 

All  Agencies: 

14% 

3% 

3% 

23% 

Agencies  specializing  in  youth  services,  family  services,  and  residential  youth  services 
are  much  more  likely  to  have  these  endowments  than  are  other  agency  types.  These 
are,  of  course,  also  the  oldest  agency  types  (see  discussion  in  Chapter  2)  and  the 
probability  that  an  agency  has  an  endowment  is  strongly  correlated  with  its  age.  Table 
5.4  summarizes  these  and  other  related  statistics. 

Agencies  were  more  likely  to  have  other  forms  of  liquid  cash  reserves  other  than 
endowments,  with  37%  of  agencies  so  reporting.  These  reserves,  available  to  offset 
operating  deficits,  range  from  bank  accounts  used  for  working  capital  to  funds  that  are 
similar  to  endowments  in  scale  and  purpose.  However,  these  reserves  tend  to  be  even 
smaller  than  endowments.  In  total,  their  value  equals  3%  of  revenues  (less  than  two 
weeks  of  operations)  for  all  agencies  in  the  sample  and  8%  of  revenues  (about  one 
month  of  operations)  for  those  agencies  actually  reporting  this  resource.  Of  those  with 
unrestricted  reserves,  more  than  half  have  reserves  equal  to  revenues  for  one  month  or 
less,  and  only  one  agency  reported  reserves  of  a strength  equal  to  more  than  one  year's 
budget. 

Agencies  were  also  asked  if  they  had  restricted  financial  reserves.  Not  really  liquid 
assets,  these  reserves  include  capital,  building,  and  other  funds  that  are  collected  for 
specific  purposes.  Generally  speaking,  these  funds  are  not  available  to  offset  operating 
deficits.  Thirty-one  percent  of  all  agencies  reported  restricted  reserves,  but  these  were 
rarely  very  large.  In  total,  the  value  of  restricted  reserves  was  equal  to  3%  of  revenue. 

Taking  the  system  as  a whole,  then,  our  data  suggest  that  half  of  all  providers  (50%) 
have  no  resources  of  any  kind  held  in  reserve  and  one  in  five  have  reserves  equal  only 
to  a month  or  less  of  revenues.  As  such  seven  out  of  ten  providers  may  find  it  difficult 
to  sustain  operating  deficits.  And,  because  they  have  less  than  30  days  worth  of 
revenues,  even  delays  in  vendor  payments  by  the  state  could  have  potentially  serious 
consequences  for  these  agencies. 
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Table  5.4 


Financial  Reserves  by  Agency  Type 

Value  of  endowments  & reserves  Total  % of  revenues  1991 

as  % of  revenues 


Agency  Type 

None 

1 month 
or  less 

1 year 
or  less 

More  than 
1 year 

All 

Agencies 

Agencies 

Reporting 

Mental  Health 

33% 

39% 

28% 

0% 

3% 

7% 

Special  Needs 

29% 

38% 

26% 

6% 

9% 

14% 

Substance  Abuse 

83% 

8% 

8% 

0% 

2% 

12% 

Health 

67% 

11% 

22% 

0% 

8% 

10% 

Elder 

50% 

50% 

0% 

0% 

3% 

3% 

Daycare 

71% 

21% 

8% 

0% 

2% 

5% 

Job  Training 

76% 

6% 

18% 

0% 

2% 

8% 

Family  Services 

25% 

25% 

17% 

33% 

164% 

1 74% 

Battered  Women 

60% 

20% 

20% 

0% 

16% 

24% 

Homeless 

56% 

6% 

31% 

6% 

27% 

67% 

Youth  Services 

25% 

10% 

30% 

35% 

89% 

1 03% 

Special  Education 

46% 

8% 

38% 

8% 

29% 

54% 

Res.  Youth  Services 

50% 

17% 

17% 

17% 

72% 

77% 

Adult  Offenders 

1 00% 

0% 

0% 

0% 

0% 

0% 

Multiservice 

43% 

30% 

22% 

4% 

9% 

12% 

Again,  these  findings  vary  by  agency  type.  Agencies  whose  principal  mission  is  in  the 
area  of  elder  services,  daycare,  substance  abuse  or  adult  offender  agencies  are  the  most 
likely  to  have  very  low  levels  of  reserves.  Between  90  and  100%  of  all  agencies  in  each 
of  these  sectors  reported  having  one  month  or  less  of  reserves  of  any  form,  and  each 
industry  has  reserves  amounting  to  no  more  than  3%  of  annual  revenues.  Following 
what  was  said  above  about  endowments,  agencies  principally  offering  family  or  youth 
services  or  residential  services  for  youth  are  most  likely  to  have  adequate  reserves. 

Finally,  agency  executives  were  asked  whether  it  had  "been  necessary  to  utilize  the 
principle  amounts  of  the  agency  endowment  or  financial  reserves  in  order  to  meet 
operating  expenses?"  Thirty-eight  percent  of  respondents  said  yes.  In  a related 
question,  36%  of  all  respondents  reported  that  they  had  "used  their  fund  balance  or 
endowment,"  and  nearly  half  of  all  agencies  that  felt  that  this  action  was  an  option  did 
so. 


Agency  Fund  Balances 


Fund  balances  are  defined  as  the  difference  between  agency  assets  and  liabilities.  Fund 
balances  are  not  cash,  and  include  real  assets,  such  as  buildings,  amounts  in  restricted 
reserve  funds,  as  well  as  receivable  amounts.  Still,  fund  balances  are  a good  measure  of 
agency  financial  health.  In  particular,  an  agency's  ability  to  obtain  credit  will  depend 
upon  its  net  asset  position  (that  is,  its  collateral). 
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Agency  fund  balances  are  small  and  declining.  Overall,  reported  fund  balances 
deteriorated  in  fiscal  1991  by  about  2%  (or  by  0.4%  of  revenues).  Forty-eight  percent  of 
all  agencies  reported  find  balances  equal  to  less  than  one  month  of  revenue  in  fiscal  year 
1991.  Only  a handful,  8%,  of  all  agencies  reported  fund  balances  with  value  in  excess  of 
one  year  of  revenues.  Overall,  reported  fund  balances  equaled  about  one-quarter  of  a 
year  of  revenue. 
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In  Part  Two,  we  outlined  the  funding  and  community 
pressures  facing  private  providers  of  human  services.  In 
this  section,  zve  consider  hozv  individual  agencies  and  the 
network  as  a ivhole  have  responded  to  these  pressures. 
First,  in  Chapter  6,  ive  document  the  internal  managerial 
responses  of  agencies,  including  staffing  actions.  This 
chapter  is  a logical  extension  of  the  pressures  detailed  in 
Chapters  3 through  5,  and  focuses  on  individual  agencies. 
With  Chapter  7,  we  enter  into  a treatment  of  the  network  of 
providers  considered  as  a system.  In  this  chapter,  zve 
analyze  hozv  pressures  are  forcing  the  system  of  care  to 
contract  and  reorganize.  At  the  close  of  this  section,  zve 
briefly  describe  current  state  policy  trends  affecting 
community-based  human  services. 


Responding  to  the  Crisis 


What  actions  have  agencies  taken  in  response  to  the  funding  and  other  pressures  they 
face?  In  the  pages  that  follow,  we  show  that  staffing  reductions,  withholding  of  pay 
increases,  and  a variety  of  other  agency  actions,  many  of  which  also  relate  to  staffing, 
were  taken  in  fiscal  years  1990  and  1991  in  an  attempt  to  adjust  to  changing  conditions. 


Agency  Staffing  Trends 

How  will  we  be  able  to  maintain  a staffing  level  that  will  ensure  the  health  and 
safety  of  our  clients. 

— Rehabilitation  Agency 


Since  human  services  are  very  labor-intensive,  agency  budgets  are  dominated  by  the 
cost  of  staff.  According  to  one  estimate,  direct  care  and  other  program  staffing,  on 
average,  account  for  63%  of  program  costs;  and  this  figure  does  not  include  the  costs  of 
general  agency  administration,  which  are  also  largely  personnel-related.  It  is  logical, 
then,  to  begin  our  analysis  of  agency  responses  to  the  crisis  with  a review  of  staffing 
trends. 

The  465  agencies  responding  to  the  staffing  portion  of  the  survey  reported  an  average 
full-time-equivalent  (FTE)  staffing  of  42  in  fiscal  year  1991.  Very  few  agencies  are  this 
large,  however  — the  median  for  all  agencies  was  only  20  FTE  staff  — the  average  is 
elevated  through  the  influence  of  a handful  of  very  large  agencies.  The  Division  of 
Purchased  Services  (DPS)  has  estimated  that  88%  of  these  workers  provide  services  to 
clients^®  either  through  direct  care  (78%)  or  program  management  and  support  (10%). 

The  total  number  of  staff  at  work  at  responding  agencies  totaled  19,400  FTE  in  fiscal 
year  1991.  Given  a total  of  1,600  agencies  state-wide,  this  implies  a total  private  human 
services  workforce  of  as  many  as  66,000.  This  estimate  of  total  private  human  services 
employment  is  considerably  larger  than  figures  of  44,000  previously  offered  by 
Nessen^^;  Most  of  the  difference  in  the  two  estimates  is  explained  by  the  fact  that 
SPRG's  work  includes  1600  providers  - where  Nessen  dealt  with  about  1200.^° 

Staffing  Cuts.  Agencies  reported  a net  1.9%  reduction  in  staffing  levels  in  fiscal  year 
1991.  Staff  levels  were  reduced  in  46%  of  all  agencies,  unchanged  in  33%,  and  rose  in 
21%.  Table  6.1  provides  a summary  of  these  basic  data  organized  by  type  of  agency 
(again,  categorized  by  program  area  specialization).  The  table  shows  that  the  most 
severely  affected  agency  types  — with  staffing  cuts  of  10%  or  more  - include  youth 
services  agencies,  battered  women's  agencies,  agencies  serving  adult  offenders  and 
adult  education  and  job  training  agencies.  Also  severely  affected  were  family  services 
and  daycare  services.  Only  the  health  and  residential  youth  categories  did  not  have  a 
significant  percentage  of  agencies  experiencing  cuts. 
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TABLE  6.1 


Agency  Staffing  Trends 


Agency  Type 

Staffing  Level  % change 
1990  to  1991 

% of  Agencies  Losing  Staff 
1990  to  1991 

Mental  Health 

2 

52.7 

Special  Needs 

0.5 

44.6 

Substance  Abuse 

-2.8 

48.1 

Community  Health 

-3.1 

19 

Elder  Services 

-0.2 

33.3 

Daycare 

-7.6 

55.4 

Job  Training 

-11.5 

56 

Family  Services 

-7.9 

52.2 

Battered  Women 

-11.1 

55.5 

Homeless  Services 

-3.6 

57.1 

Youth  Services 

-11.1 

46.3 

Special  Education 

-2.5 

46.4 

Residential  Youth  Services  4.6 

18.2 

Adult  Offenders 

-11.1 

25 

Multiservice 

-4.1 

52.8 

TOTAL 

-1.9 

46 

Because  agencies  are  involved  in  a variety  of  program  activities,  some  of  which  may  be 
expanding  while  others  contract,  these  net  figures  obscure  some  the  flow  actually 
taking  place.  To  begin  to  show  underlying  trends,  respondents  were  asked  to  identify 
positions  lost  and  added  during  the  past  two  years.  Put  this  way,  61%  of  all  agencies  lost 
staff  positions  equalling  8%  of  fiscal  year  1990  staff  levels.  In  addition,  one-third  of  all 
agencies  reported  gains  in  at  least  one  program  area.  These  gains  equal  4.3%  of  1990 
staff  levels. 

Many  agency  executives  provided  detailed  breakouts  of  agency  staffing  changes.  These 
data  are  summarized  in  Table  6.2.  These  figures  show  that  staffing  in  all  meaningful  job 
categories  decreased  over  this  period  but  strongly  support  the  conventional  belief  that 
agencies  cut  managerial  and  support  staff  first,  then  direct  care  positions.  The  direct 
care  categories  represented  72%  of  the  staff  losses  itemized  on  the  table  and  80%  of  the 
gains  (which,  of  course,  is  a smaller  number).  Recall  from  above  that  direct  care 
workers  represent  about  78%  of  all  staff.  Management  and  support  positions,  on  the 
other  hand,  represent  29%  of  the  losses  and  20%  of  the  gains  listed  in  the  table  and 
about  22%  of  the  workforce. 
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TABLE  6.2 

Staffing  Changes  by  Job  Category 


Gains 

Losses 

Net  Change 

Distribution 
of  Gains 

Distribution 
of  Losses 

Direct  Care  Categories 

Direct  Care  - General 

336 

647 

(311) 

58.4% 

53.4% 

Direct  Care  - Specialized 

7 

10 

(3) 

1 .2% 

.8% 

Specialized  Health  Workers 

18 

16 

1 

3.1% 

1 .4% 

MA  - level  clinicians 

17 

73 

(56) 

2.9% 

6.0% 

DR  - level  clinicians 

36 

35 

1 

6.3% 

2.9% 

Entry-level  educational 

12 

30 

(18) 

2.1% 

2.4% 

Teachers  and  instructors 

32 

55 

(23) 

5.6% 

4.5% 

Management/Support  Categories 

Direct  Service  Managers 

38 

109 

(71) 

6.7% 

9.0% 

Legal  staff 

3 

1 

2 

0.5% 

0.1% 

Fundraising  Staff 

3 

0 

3 

0.4% 

0.0% 

Administration  - Senior 

32 

70 

(38) 

5.5% 

5.8% 

Administration  - Support 

42 

166 

(124) 

7.4% 

13.7% 

TOTAL 

574 

1,211 

(637) 

100% 

100% 

Direct  Care 

457 

865 

(408) 

79.6% 

71.5% 

Management/Support 

117 

345 

(228) 

20.4% 

28.5% 

Salaries.  Agency  pay  raises  have  become  increasingly  rare  in  recent  years.  For  fiscal 
year  1991, 45%  of  responding  agencies  reported  that  they  provided  no  pay  increases  at 
all  for  their  employees  (including  three  with  declines),  up  from  17%  in  fiscal  year  1989. 
The  average  reported  raise  for  fiscal  year  1991  was  2.8%,  down  from  3.2%  last  year,  and 
4.6%  in  1989.  These  data  are  summarized  in  Table  6.3. 

The  survey  did  not  include  questions  on  the  salary  levels  of  private  human  service 
workers.  Previously,  however,  DPS  estimated  that  the  average  fiscal  year  1991  salary 
for  direct  care  employees  to  be  $21,100  per  FTE.  This  figure  can  be  considered  as  a 
rough  initial  benchmark.^! 
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TABLE  6.3 

SummatY  of  Agency  Pay  Raises 


Fiscal  Year 

Average 
Pay  Raise 

Percent  Reporting 
No  Increase 

Percent  Reporting 
Increases  > 5% 

n 

1989* 

4.6% 

17% 

28% 

313 

1990 

3.2% 

34% 

15% 

443 

1991 

2.8% 

45% 

12% 

438 

* FY89  data  excludes  responses  from  Boston-based  agencies. 


Staff  Quality  and  Turnover.  In  spite  of  low  or  non-existent  pay  raises  and  low  pay 
generally,  turnover  among  private  human  service  workers  appears  to  have  declined 
during  the  past  two  years.  Average  employee  turnover  in  fiscal  year  1991,  as  reported 
by  respondents,  was  13%  compared  to  18%  "two  years  ago".  Nearly  every  type  of 
agency  experienced  a decline  in  the  reported  rate  of  turnover.  In  all  hkelihood,  this 
decline  is  the  result  of  increasing  unemployment  in  the  economy  as  a whole  and 
cutbacks  in  state  employment,  both  of  which  limit  the  job  options  of  these  workers. 
According  to  our  data,  turnover  is  a more  significant  problem  for  homeless  shelters, 
special  needs  agencies,  and  mental  health  providers  than  for  other  types  of  agencies. 
Family  service  agencies  reported  the  lowest  turnover  rate. 

These  turnover  rates  are  significantly  different  from  those  included  in  a 1988  report 
titled  "Crisis  Among  Caregivers. That  report,  which  documented  several  serious 
personnel  issues  facing  private  human  services  — including  high  job  vacancy  rates,  low 
relative  wages,  and  high  turnover,  reported  that  staff  turnover  rates  among  private 
providers  ranged  from  40  to  90%.  In  contrast,  agencies  responding  to  this  survey 
reported  turnover  rates  greater  than  40%  only  7%  of  the  time  for  fiscal  year  1991  and 
13%  of  the  time  "two  years  ago"  (that  is,  in  fiscal  year  1989).  The  discrepancy  between 
this  result  and  the  "Crisis"  report  needs  to  be  investigated. 

The  decline  in  staff  turnover  has  been  accompanied  by  an  increase  in  the  reported 
qualifications  of  staff.  More  than  one-half  of  all  agency  executives  (53%)  reported  that 
their  agency's  current  staff  was  "more  qualified"  than  it  was  two  years  before  — and  one- 
fifth  reported  that  staff  was  "much  more  qualified."  In  contrast,  only  7%  of  agency 
respondents  said  that  their  staff  was  less  qualified.  Approximately  40%  of  agencies 
reported  no  change  in  the  level  of  staff  qualifications. 


Agency  Management  Actions 


Agency  executives  were  asked  to  respond  to  a series  of  14^^  management  actions, 
whether  the  "action  was  taken,  not  taken  but  possible,  or  not  possible."  The  responses 
to  this  question  are  listed  in  Table  6.4. 

Staff-Related  Actions.  The  first  eight  categories  in  Table  6.4  are  staff  related  and  so 
can  be  considered  as  an  extension,  and  corroboration,  of  the  above  discussion.  Fifty- 
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eight  percent  of  all  agencies  reported  "reduced  staff  levels;"  this  is  roughly  consistent 
with  the  46%  of  agencies  with  net  staffing  reductions  over  the  past  year  and  the  61%  of 
agencies  that  reported  gross  staff  reductions  in  the  past  two  years.  In  other  staff-related 
actions,  43%  of  all  agencies  reported  that  staff  hours  were  reduced,  24%  (of  Boston 
agencies  only)  reported  increased  staff  hours,  59%  reported  delayed  hiring,  49% 
increased  their  use  of  volunteers,  and  59%  eliminated  salary  increases.  Smaller 
percentages  of  agencies  took  actions  related  to  employee  benefits,  with  36%  increasing 
the  cost  to  employees  of  benefits,  and  21%  reducing  the  benefits  offered  to  employees. 

Some  interesting  patterns  emerge  when  these  data  are  disaggregated  by  industry. 
Multiservice  agencies,  for  example,  were  much  more  likely  to  report  reduced  staff  hours 
as  a response  to  the  crisis,  but  because  of  state  requirements,  this  option  was  not 
available  to  special  education  and  residential  youth  services.  Substance  abuse  agencies 
were  most  likely  to  report  hiring  delays.  Mental  health,  special  education,  health  and 
daycare  agencies  were  most  likely  to  report  that  increased  use  of  volunteers  was  either 
not  an  option  or  an  option  not  pursued.  On  the  other  hand,  battered  women's  agencies, 
homeless  shelters,  youth  agencies,  agencies  serving  adult  offenders,  and  multiservice 
agencies  were  all  likely  to  report  this  action.  [A  table  providing  the  detail  by  agency 
type  is  provided  in  the  appendix.] 

Fundraising.  By  far,  the  most  common  action  taken  in  response  to  the  crisis  has  been 
increased  fundraising,  with  75%  of  all  agencies  reporting  such  an  effort.  And  a sample 
of  Boston  agencies  suggests  that  almost  one  in  five  of  these  agencies  is  spending  money 
(hiring  or  contracting)  to  raise  money.  Recall  that  we  have  concluded  elsewhere  that 
this  option,  because  of  limited  resources  in  the  private  philanthropic  sector,  is  not  likely 
to  generate  significant  new  revenues  for  provider  agencies.  That  said,  we  note  that 
certain  types  of  agencies  are  less  likely  to  report  increased  fundraising  activity;  these 
include  agencies  serving  adult  offenders,  mental  health  agencies,  and  health  and 
daycare  agencies  (though  less  likely,  these  still  report  taking  this  action  in  at  least  half  of 
all  cases). 

Financial  and  Other  Actions.  Deferral  of  maintenance  expenditure  was  a common 
management  response  to  the  crisis,  with  48%  of  all  agencies  reporting  taking  this 
course.  We  note  few  differences  by  agency  type  in  this  regard.  Agencies  did  differ  on 
their  recourse  to  fees.  Overall,  34%  of  all  agencies  reported  fee  increases,  but  more  than 
one-half  of  mental  health  and  health  agencies  used  fees  to  fill  the  gap.  The  remaining 
action  categories  were  less  frequently  accessed  by  agency  managers:  Consolidating 
space  was  reported  by  26%  of  all  responding  agencies,  with  multiservice  and  job 
training  agencies  being  the  most  likely  to  report  this.  Agencies  generally  avoided 
increasing  debt  or  increasing  lines  of  credit,  with  only  28%  making  use  of  borrowed 
resources.  Earlier,  we  noted  that  38%  resorted  to  draws  from  endowment;  this  is 
roughly  consistent  with  the  36%  who  report  the  somewhat  more  general  action  "use  of 
fund  balance  or  endowment"  below. 
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Table  6.4 

Agency  Action  Checklist 


Management  Action 

Action 

Taken 

Percent  Reporting 

Action  Action 

Not  Taken  Not  Possible 

N 

Reduced  staff  levels 

58 

29 

13 

468 

Reduced  staff  hours 

43 

42 

15 

459 

Increased  staff  hours* 

24 

65 

12 

127 

Delayed  hiring 

59 

29 

12 

459 

Increased  use  of  volunteers 

49 

35 

16 

452 

Eliminated  salary  increases 

59 

36 

5 

462 

Increased  employee  share 
of  benefit  costs 

36 

55 

10 

454 

Reduced  employee  benefit 
package 

21 

70 

9 

457 

Increased  fees 

34 

40 

26 

453 

Consolidated  space 

26 

50 

24 

452 

Increased  fundraising 

75 

20 

4 

465 

Used  fund  balance 
or  endowment 

36 

38 

27 

445 

Deferred  maintenance 

48 

39 

13 

459 

Increased  borrowing 

28 

62 

10 

453 

Increased  line  of  credit 

28 

59 

14 

452 

* Boston  agencies  only. 


The  average  responding  agency  reported  taking  5.7  of  the  14  actions  listed  in  Table  6.4. 
This  aggregate  provides  a rather  interesting  metric  of  how  actively  agencies  have 
responded  to  the  fiscal  crisis.  Only  2%  agencies  in  the  set  said  that  they  took  none  of 
the  actions  listed.  On  the  other  hand,  more  than  10%  reported  taking  nine  or  more 
actions.  Multiservice,  special  needs,  youth  services,  and  substance  abuse  agencies  were 
the  agency  types  to  take,  on  average,  the  largest  number  of  these  actions.^'^ 


Changes  in  Program  Operation 


Changes  in  the  structure  of  programs,  defined  across  a series  of  measures,  were 
reported  by  respondents  only  infrequently.  Asked  to  compare  current  program 
operations  to  one  year  earlier  in  terms  of  the  length  of  client  involvement  (in  weeks), 
frequency  of  client  contacts  (in  visits  per  month),  duration  of  contacts  (in  hours  per 
visit),  and  the  use  and  size  of  groups  or  classes,  the  typical  respondent  did  not  report 
change.  Thus,  there  appears  to  be  little  flexibility  to  alter  these  parameters  within  a 
given  program  definition.  The  mission  of  a program,  as  manifest  in  a particular 
structure,  implies  certain  modalities  of  treatment,  care,  or  service.  These,  in  turn,  are 
reflected  in  the  parameters  measured  in  the  survey.  [This  discussion  appeared  earlier 
in  No  Substitute  for  Reform-,  it  is  repeated  here  for  completeness.] 
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Long-Term  Client  Involvement  Typical.  More  than  half  of  all  programs  were 
described  by  respondents  as  "long-term"  or  had  client  involvements  of  a year  or  more. 
At  the  other  end  of  the  scale,  5.7%  of  all  programs  were  described  as  "occasional."  Of 
programs  that  specified  involvement  periods  numerically,  the  mean  response  was 
nearly  40  weeks. 

Most  programs  (72%)  reported  that  the  length  of  client  involvement  did  not  change 
between  fiscal  year  1990  and  1991,  while  17%  reported  longer  involvements  and  10%, 
shorter.  This  suggests  that,  overall,  the  length  of  client  involvement  rose  slightly 
during  the  year. 

A related  finding  corroborates  this:  Responding  programs  reported  that,  on  average, 
half  of  their  clients  continue  receiving  services  for  "more  than  one  cycle  or  year."  This, 
too,  was  unlikely  to  change  in  fiscal  year  1991,  with  73%  reporting  the  same  as  a year 
prior,  16%  increased,  and  11%  decreased. 

Client  Contacts  Frequent.  Typically,  human  service  providers  have  frequent 
contacts  with  their  clients.  In  fact,  only  19%  of  programs  reported  client  contacts  of  less 
than  once  per  week,  while  22%  reported  that  clients  were  involved  seven  days  per  week 
and  17%  for  five  or  six  days  per  week. 

Eighty-four  percent  of  responding  programs  reported  that  the  frequency  of  client 
contacts  did  not  change  between  fiscal  year  1990  and  1991,  compared  to  6%  that 
reported  a decrease  and  10%  an  increase. 

To  the  extent  that  any  changes  are  reported  in  length  or  frequency  of  client  contacts, 
the  observed  trend  suggests  a slight  movement  toward  increased  levels  of  contact. 
Programs  were  roughly  twice  as  likely  to  report  longer-term  or  more  frequent 
involvement  than  shorter-term  or  less  frequent.  While  this  is  consistent  with  the 
increase  in  the  needs  of  individual  clients  reported  above,  it  is  not  consistent  with 
funding  realities. 

Duration  of  Visits.  Most  frequently,  client  visits  or  contacts  were  reported  to  take 
one  hour  or  less,  with  38%  of  all  programs  so  responding.  At  the  other  end  of  the 
spectrum,  one  program  in  eight  reported  24-hour  contacts  (mostly  residential 
programs)  and  one-quarter  of  reported  durations  were  between  four  and  23  hours. 

Reports  of  change  in  the  duration  of  visits  were  very  rare,  with  93%  reporting  this  year 
the  same  as  last,  3%  reporting  shorter  visits,  and  4%,  longer  ones. 

Use  of  Groups  Common.  More  than  half  of  the  responding  programs  reported  some 
use  of  groups  or  classes  as  part  of  the  overall  service  package.  More  than  one-third  of 
all  programs  (37%)  involve  all  of  their  clients  in  group  treatments  or  activities.  There 
appears  to  be  a modest  movement  toward  the  use  of  groups,  with  10%  of  all  programs 
reporting  an  increased  reliance  on  the  form  (based  on  the  percent  of  program  clients  in 
groups  or  classes)  compared  to  only  5%  reporting  a decreased  reliance. 
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Most  groups  are  small.  According  to  survey  responses,  17%  of  all  groups  have  four 
members  or  fewer  and  37%  have  between  five  and  nine  participants.  The  median  size 
was  eight.  Finally,  there  was  a slight  tendency  for  the  size  of  groups  to  increase  in  fiscal 
year  1991.  Thirteen  percent  of  responding  programs  reported  an  increase  in  group  size 
compared  to  6%  reporting  declines.  As  with  other  program  parameters,  the  vast 
majority  (81%)  reported  no  change  in  the  size  of  groups. 

Comparison  to  1990  Findings.  These  findings  related  to  the  changes  in  the  program 
operations  and  structure  are  much  less  dramatic  than  related  findings  from  our  1990 
survey  of  Boston  providers  (and  reported  in  Stressing  the  System).  In  the  earlier  survey, 
a sequence  of  responses  pointed  to  a trend  toward  less  time  for  the  client,  including 
much  larger  reported  shifts  toward  increased  use  of  groups,  reduced  frequency  of  client 
contacts,  and  shorter  treatment  periods  than  reported  here.  In  the  1991  survey, 
program  structures  seem  much  more  rigid.  The  differences  in  the  1990  and  1991 
responses  may  be  an  artifact  of  the  question  formats.  The  1990  survey  was  worded 
generally,  asked  in  a yes/ no  format,  and  referred  to  "program  areas"  rather  than 
individual  programs.  The  1991  survey  asked  for  specific,  quantitative  answers  and  was 
addressed  to  each  program  individually.  It  is  hard  to  say  which  view  is  more  useful. 
Certainly,  staffing  cuts  combined  with  caseload  increases  mean  that  there  must  be  "less 
time  for  the  client."  Yet,  within  specific  ongoing  programs,  this  impact  is  hard  to 
measure.  It  is  likely  that  a broader  analytical  perspective  is  needed  in  this  case. 
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VII. 

The  Drive  Toward  Reorganization 

Mergers 

Many  of  the  actions  that  individual  agencies,  under  the  stress  of  reduced  funding  and 
increasing  community  demands,  have  taken  can  be  seen  as  a holding  action  — as  a way 
to  weather  the  current  storm.  These  were  the  kinds  of  efforts  we  listed  in  Chapter  6, 
above.  They  included  actions  to  reduce  staff  and  staff  costs,  increased  fees,  draws  on 
endowments  and  fund  balances,  and  a variety  of  other  management  efforts.  At  the 
same  time,  agencies  are  taking  steps  that  will  transform  the  system  of  care.  Of  these 
actions,  an  increase  in  merger  and  collaboration  activity  is  the  most  clearly  connected  to 
the  structure  of  the  system.  The  mix  of  programs  and  the  distribution  of  programs  and 
resources  also  have  a bearing  on  this  question.  We  treat  these  issues  in  sequence  below. 
After  that,  we  introduce  the  idea  of  industry  concentration,  which  we  consider  an 
important  aspect  of  the  human  services  market  place.  Finally,  we  review  some  of  the 
policy  changes  currently  being  implemented  or  discussed  at  the  State  House.  These 
represent  conscious  attempts  to  reorganize  the  system  of  care. 

We  see  merger  as  our  only  hope  of  survival. 

- Small  Youth  Services  Agency 

Mergers  are  the  management  actions  with  the  most  direct  and  significant  effect  on  the 
structure  of  the  larger  service  delivery  system.  More  than  one-quarter  of  all  agencies 
responding  to  the  survey  reported  that  they  had  considered  a merger  with  another 
agency  as  a possible  course  of  action.  Writing  in  No  Substitute  for  Reform,  we  reported 
that  mergers  talk  was  rampant  — when  the  Massachusetts  Council  of  Human  Service 
Providers  offered  a seminar  on  mergers  as  part  of  their  annual  conference  in  late  1990,  it 
was  one  of  the  best  attended  in  the  entire  convention  - and  we  likened  the  trend  to  "an 
industry  shakeout."  Now  we  note  that  these  trends  have  apparently  advanced  far 
enough  to  capture  some  media  attention:  See,  for  example,  "Merger  Mania  Strikes 
Social  Services"  (The  Patriot  Ledger,  9/29/91). 

Table  7.1  provides  a disaggregation  of  that  25%  figure  by  type  of  agency.  As  before,  the 
agencies  in  Table  7.1  are  organized  according  to  their  program  specialization.  The  table 
shows  that  the  mental  health  and  residential  youth  agencies  were  much  more  likely 
than  other  responding  agencies  to  report  that  they  were  considering  a merger.  In  the 
case  of  mental  health  agencies,  there  is  some  suggestion  based  on  comments  made  by 
directors  that  mergers  are  being  considered  in  response  to  state  moves  toward 
managerial  care  reforms  in  medicaid  (see  discussion  later  in  this  chapter),  and  daycare 
agencies  were  the  least  likely  to  consider  this  option,  with  only  5%  (or  3 out  of  57)  so 
responding.  Elder  services  agencies  and  agencies  serving  adult  offenders  were  also 
unlikely  to  respond  positively. 
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Table  7.1 


Agencies  Considering  Mergers 


Agency  Type 

Percent  Considering 
Mergers 

Mental  Health 

60 

Special  Needs 

28 

Substance  Abuse 

24 

Community  Health 

35 

Elder  Services 

17 

Daycare 

8 

Job  Training 

29 

Family  Services 

36 

Battered  Women 

33 

Homeless  Services 

19 

Youth  Services 

27 

Special  Education 

21 

Residential  Youth 

46 

Adult  Offenders 

13 

Multiservice 

22 

TOTAL 

25 

Agency  directors  offered  a number  of  comments  on  the  topic  of  mergers.  These  ranged 
from  one  multiservice  agency  head  who  said  that  (he)  would  "rather  close  the  agency 
than  merge!"  to  one  director  of  a youth  services  agency  who  said:  "I  would  be  out  of  a 
job,  but  support  the  decision  to  merge."  The  weight  of  these  comments  taken  as  a 
whole,  however,  is  negative,  with  many  feeling  strongly  that  the  cost  of  mergers 
outweighs  any  benefits,  or  that  these  benefits  are  illusory,  or  that  the  choice  to  merge  is 
basically  an  involuntary  one  --  taken  only  to  ensure  survival. 

A number  of  directors  mentioned  specific  qualities  of  their  agency  that  made  mergers 
an  unrealistic  option.  These  include  claims  of  "uniqueness"  --  reflecting  a strong  current 
in  the  comments  that  agencies  should  merge  only  others  that  are  very  similar 
programmatically;  that  is,  if  they  have  similar  missions  --  and  the  notion  that  moves 
that  "reduce  agency  uniqueness"  are  detrimental.  Geographic  proximity  also  seems  to 
be  a requirement,  most  likely  a sensible  one,  for  mergers  to  be  plausible.  Related  to  the 
idea  of  uniqueness  is  that  of  a special  agency  "culture"  or  philosophy,  sometimes 
because  of  "tradition."  The  small  is  beautiful  idea  is  recurrent;  "We’d  lose  a lot  by 
becoming  larger,"  one  homeless  agency  director  said;  "both  the  clients  and  services 
would  suffer."  The  director  of  a counseling  agency  responds;  "Being  a small 
organization  is  valuable."  Or  this  warning,  from  a multiservice  agency  director  who  is 
interested  in  mergers:  "In  certain  cases,  small  agencies  can  lose  their  specificity  of 
service  and  spontaneity  to  be  innovative"  because  of  a merger. 

Another  set  of  comments  questions  the  benefits  of  mergers  saying,  for  example,  that 
mergers  "don't  necessarily  save  money,"  especially  when  the  agency  already  feels  that 
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its  administrative  (or  other  overhead)  costs  are  low.  A few  directors  said  that  many 
takeover  targets  are  too  weak  to  be  good  partners:  "Those  interested  in  a merger  often 
have  lots  of  bills.  It's  better  for  them  to  do  a total  shutdown,"  says  one  job  training 
director.  Another  director  warns  that  "it  is  a long  drawn  out  process."  This  seems 
evident  from  the  number  of  comments  suggesting  that  the  option  was  actively  pursued, 
then  dropped  due  to  difficulties.  The  fact  that  agency  management  and  boards  of 
directors  have  to  agree  on  a merger  is  clearly  one  reason  why  this  process  is  so  difficult. 
Several  of  the  18  "tried  but  failed"  comments  (see  Table  7.2)  mention  or  imply  that  one 
or  another  of  the  boards  did  not  hke  the  idea.  Other  agencies  cannot  entertain  a merger 
because  they  are  involved  in  a parent /child  relationship  with  another  agency,  or  are 
deeply  involved  in  a collaboration  that  makes  merger  difficult  and  unrewarding.  One 
suggestion,  which  deserves  follow-up,  is  that  "often  agencies  that  merge  are  penalized 
by  funders." 

A handful  of  respondents  clearly  saw  merger  as  their  only  remaining  option.  They 
described  their  planning  as  "a  merger  for  survival"  or  "necessary  for  survival"  or  "a  last 
resort",  or  only  "for  survival  purposes,"  or  because  they  are  being  "forced"  to  do  it.  The 
theme  is  clear:  I "do  not  believe  in  mergers,"  writes  the  director  of  an  ethnic 
multiservice  organization.  A small  number  (three)  of  agencies  also  mentioned  that  state 
contracting  agencies  were  explicitly  asking  them  to  merge. 

There  were  many  positive  comments  as  well.  Most  of  these  focus  on  financial  benefits, 
frequently  with  a proviso  like  "so  long  as  mission  is  not  diminished"  or  "if  it  doesn't 
interfere  with  services."  Some  of  these  comments  sound  very  strategic:  A director  of  a 
mental  health  agency  writes,  "It  appears  that  larger,  more  diverse  entities  may  have  a 
stronger  position  in  the  future."  Or,  another  mental  health  executive  writes  that  they 
are  looking  to  "broaden  the  marketing  base"  of  the  agency.  We  note,  in  particular,  a 
number  (nine)  of  agencies  who  make  positive  comments  on  mergers,  but  who  appear  to 
be  in  a position  to  take  over  another  agency.  The  comments  here  sound  magnanimous: 
"We  are  open  to  agencies  working  under  our  umbrella,"  says  one.  We  "would  absorb" 
another  agency  "if  needed  by  the  community,"  writes  another.  The  sense  of  the  positive 
comments  are,  however,  clearly  financial.  Mergers  are  a way  to  "save  money  and  share 
expenses,"  or  to  "save  administrative  costs,"  but  they  are  clearly  seen  as  threats  to 
program  operation  and  agency  mission. 
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Table  7.2 


Summary  of  Merger  Comments 

Mention  Uniqueness  of  Agency  1 1 

Mention  Agency  Culture  or  Advantage  of  Smallness  9 

Feel  Threatened/Targeted  or  Pressured  by  State  to  Merge  6 
Survival  (Necessary  Evil)  7 

Mergers  Will  Not  Help  1 1 

Other  Negative  Comments  5 

Tried  but  Failed  to  Merge  18 

Other  Barriers/Concerns  about  Mergers  5 

See  Merger  as  Possible,  Generally  Positive  14 

Happy  to  Take  Over  Another  Agency  9 

Mention  Financial  Benefits  7 

Have  Completed  or  are  Now  Involved  in  a Merger  1 8 

Have  Taken  Preliminary  Steps  toward  Merger  22 

Miscellaneous  Responses 5 

Reported:  Number  of  Mentions 


Above,  we  provided  a table  (Table  7.1)  showing  the  responses  to  the  basic  merger 
question,  broken  down  by  agency  type.  Some  other  characteristics  were  associated  with 
these  responses.  Agencies  considering  mergers  tended  to  have  lower  surpluses  in  both 
fiscal  year  1990  and  1990  than  those  that  did  not.^^  This  certainly  makes  sense.  In 
general,  larger  agencies  were  more  likely  to  report  considering  mergers  as  well,  as  were 
agencies  with  endowments  of  significant  financial  reserves.  In  a sense,  these  are  the 
two  ends  of  the  merger  spectrum:  those  agencies  that  can  benefit  from  the  financial 
stability  of  a stronger  agency  and  relatively  strong  agencies  looking  to  expand  their 
orbits. 

We  did  not  find  statistically  significant  differences  in  revenue  or  contract  trends 
between  agencies  considering  and  not  considering  mergers.  The  mean  change  in  total 
revenues  for  agencies  considering  mergers  was  -0.1%,  compared  to  +0.4%  for  those  not 
considering  the  move.  This  difference  was  not  statistically  significant.  The  fiscal  year 
1991  change  in  state  contracts  for  the  two  groups  was  nearly  identical  at  -5%.  Also, 
there  was  no  relationship  between  the  number  of  actions  taken  on  the  "Action 
Checklist"  discussed  in  Chapter  6 and  the  likelihood  of  considering  a merger.  Finally, 
agencies  considering  mergers  were  more  likely  to  be  now  involved  in,  or  actively 
considering,  collaboration  with  other  agencies.  We  turn  next  to  this  issue. 


Less  Than  Mergers:  Collaborations 

Many  agencies  discuss  mergers  and  collaborations  in  the  same  breath,  as  part  of  a 
continuum  of  cooperation.  All  together,  more  than  one-half  of  the  agencies  surveyed 
(51%)  reported  that  they  were  actively  involved  in  a "collaborative  arrangement"  with 
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one  or  more  other  agencies  at  the  time  of  the  survey.  These  collaboratives  range  from 
shared  service  delivery  and  joint  management  functions  at  one  end  to  shared  space  or 
equipment,  to  joint  arrangements  for  staff  training,  outreach,  or  advocacy  at  the  other. 

Adult  education  and  job  training  agencies,  multiservice,  and  family  service  agencies 
were  the  most  likely  to  report  current  involvement  in  a collaboration.  Special  education 
providers,  agencies  serving  adult  offender  populations,  and  daycare  agencies  were  the 
least  likely. 


Table  7.3 

Collaborations 


Agency  Type 

Percent  Currently 
Collaborating 

Percent  Considering 
Future  Collaboration 

Mental  Health 

46 

78 

Special  Needs 

38 

33 

Substance  Abuse 

52 

36 

Community  Health 

54 

14 

Elder  Services 

47 

48 

Daycare 

37 

23 

Job  Training 

84 

68 

Family  Services 

70 

56 

Battered  Women 

44 

37 

Homeless  Services 

57 

30 

Youth  Services 

52 

49 

Special  Education 

25 

21 

Residential  Youth 

54 

60 

Adult  Offenders 

25 

57 

Multiservice 

78 

64 

TOTAL 

51 

43 

The  development  of  collaboratives  continues  to  be  a common  subject.  Forty-three 
percent  of  respondents  said  that  they  were  "currently  considering.. .new  collaborative 
efforts,"  including  13%  not  currently  involved  in  any  collaborative.  Mental  health  and 
residential  youth  agencies  were  among  those  most  likely  to  look  forward  to  a 
collaboration  in  the  near  future,  along  with  job  training  and  multiservice  agencies. 
Health  agencies  and,  again,  daycare  and  special  education  agencies  were  not  likely  to 
mention  this  option.  Table  7.3  summarizes  these  responses. 


The  Changing  Menu  of  Programs 

How  has  the  fiscal  crisis  affected  the  menu  of  programs  available  to  the  state's 
residents?  Given  the  sheer  number  of  programs  identified  by  respondents  (1926)  and 
the  vast  number  of  categories  into  which  they  fall  (we  coded  responses  into  19  major 
and  over  100  minor  classifications),  this  is  not  such  an  easy  question  to  answer. 
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Overall,  the  number  of  programs  operated  by  responding  agencies  actually  increased 
by  2.1%  over  the  two-year  period  preceding  the  survey.  This  result  is  difficult  to 
interpret:  It  is  clearly  inconsistent  with  the  dire  revenue  trends  discussed  in  Chapter  3; 
but  it  is  not  inconsistent  with  the  rise  in  clients  reported  in  Chapter  4.  A total  of  199 
programs  were  listed  by  respondents  as  discontinued,  and  240  programs  were  added 
during  the  two  years  just  prior  to  the  survey,  for  a slight  net  rise  in  the  number  of 
operating  programs  of  41. 

It  could  happen  that  this  rather  surprising  fact  can  be  explained  with  the  "lost  souls" 
explanation  offered  earlier  (see  page  22);  that  is,  activity  in  agencies  that  have  closed  is 
picked  up  by  those  which  did  not,  giving  a somewhat  false  sense  of  the  system  as  a 
whole.2^  Another  equally  reasonable  explanation  holds  that  both  new  and  discontinued 
programs  are  small  relative  to  ongoing  ones,  and  that  the  shifts  are  inconsequential. 

This  is  tantamount  to  saying  that  the  number  of  programs  is  a poor  proxy  for  activity. 

In  any  case,  the  amount  of  churning  in  the  system  is  considerable  - with  10.3%  of  all 
programs  lost  and  another  12.5%  gained. 

How  has  all  this  churning  changed  the  system  of  care?  We  note  three  general 
tendencies  in  the  survey  responses:  (1)  a shift  in  the  overall  program  mix;  (2)  a shift 
from  supportive  to  basic  services;  and  (3)  a systemic  contraction  of  the  system  toward 
specialists. 

The  Program  Mix.  Many  of  the  shifts  in  the  underlying  mix  of  programs  appear  to  be 
more  related  to  policy  trends  than  to  the  crisis;  that  is,  they  arise  in  response  to  policy 
problems  lately  emerging  or  becoming  prominent.  The  most  marked  program  shift  to 
occur  during  the  past  two  years  has  been  an  increase  in  the  number  of  programs 
targeting  substance  abuse.  Twenty  new  substance  abuse  programs  were  gained  over 
the  period,  offset  by  only  one  closing  — for  a net  gain  of  19,  or  19%  A relatively  large 
positive  swing  also  occurs  in  the  number  of  residential  youth  programs.  Table  7.4 
provides  a view  of  how  the  program  mix  in  the  system  is  changing.  The  table  does  not 
show,  but  it  should  be  noted,  that  the  entire  net  gain  attributed  to  health  programs  is 
due  to  new  AIDS-related  programs.  Finally,  the  number  of  recreation  programs  also 
appears  to  have  risen  substantially  during  these  periods. 
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Table  7.4 


Shifts  in  the  Program  Mix 


Program  Type 

Number  of 
Programs 

Number  of 
Programs  Gained 

Number  of 
Programs  Lost 

Net  Gain 
or  Loss 

Mental  Health 

157 

19 

11 

8 

Counseling 

140 

20 

16 

4 

Youth  (res) 

58 

10 

5 

5 

Youth  (non-res) 

128 

20 

20 

0 

Adult  Offenders 

12 

1 

1 

0 

Substance  Abuse 

98 

20 

1 

19 

Health 

138 

18 

11 

7 

Elder 

136 

16 

12 

4 

Daycare 

223 

20 

19 

1 

Adult  Education 

53 

7 

8 

-1 

Employment  Training  114 

16 

15 

1 

Homeless 

66 

13 

9 

4 

Battered  Women 

15 

0 

2 

-2 

Special  Needs 

318 

33 

23 

10 

l&R,  assessment 

118 

10 

19 

-9 

Other 

152 

17 

27 

-10 

TOTAL 

1926 

240 

199 

41 

Basic  and  Supportive  Programs.  All  of  the  gains  in  daycare,  shown  in  Table  7.4,  are 
in  the  "basic  daycare"  category.  These  are  offset  by  cuts  in  "supportive"  and  "other" 
daycare  programs,  so  that  the  overall  number  of  daycare  programs  operated  by 
respondents  remains  nearly  unchanged.  Other  pairings  analogous  to  this  basic- 
supportive  pairing  are  also  of  note:  The  number  of  housing-related  counseling 
programs  was  cut  back  but  the  number  of  shelter  programs  increased.  Programs  we 
have  categorized  as  "other  housing"  (part  of  "other")  were  also  cut.  Increases  in  the 
number  of  residential  programs  for  the  mentally  retarded  or  physically  disabled  were 
partially  offset  by  losses  in  employment-based  and  other  day  activities  programs.  In 
each  of  these  cases,  there  is  a tendency  for  lower-intensity  programs  to  be  cut  back  in 
favor  of  higher-intensity  ones.  This  is  consistent  with  an  overall  tendency  to  report  that 
clients  have  "more  intensive"  service  needs  (see  discussion  in  Chapter  4). 

Shifts  in  System  Structure.  Table  7.4  helps  define  the  menu  of  programs  and  how  it 
is  changing  but  does  not  clarify  the  organization  of  the  system  of  care  or  how  it  is 
changing.  The  same  data  can  be  recast  to  illuminate  systemic  issues,  however.  For  each 
type  of  agency,  again  categorized  by  its  principal  program  focus,  we  looked  at  the 
patterns  of  program  additions  and  closings. 

Suggestions  of  two  related  conclusions  can  be  drawn  from  these  data;  both  point 
toward  an  increasing  centralization  of  the  system  into  the  hands  of  "specialists."  First, 
agencies  tended  to  increase  the  importance  of  programs  in  their  primary  mission  area. 

In  other  words,  the  number  of  programs  classified  in  the  agencies'  primary  area 
typically  increased  relative  to  all  other  program  groups,  taken  as  a whole.  For  example, 
87%  of  all  the  programs  operated  by  daycare  agencies  are  classified  as  daycare 
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programs.  Unwinding  the  effects  of  discontinued  and  added  programs,  a comparable 
figure  for  two  years  earlier  would  be  84%.  This  was  true  in  seven  of  the  13  agency 
types  (the  exercise  can't  be  performed  for  multiservice  agencies),  not  true  in  four,  and 
inconclusive  in  two.  The  seven  are:  mental  health,  family  services,  residential  youth, 
youth  services,  daycare,  job  training  and  homeless. 

This  collapse  toward  speciali2ation  manifests  itself  in  another  way  when  we  look  across 
the  whole  system:  There  is  a tendency  for  agencies  specializing  in  a programmatic  area 
to  increase  their  share  of  all  programs  offered  in  that  area.  For  example,  40%  of  all 
programs  classified  themselves  as  youth  services  programs,  compared  to  35%  two  years 
before,  reconstructed  by  working  backwards  in  the  same  fashion  as  before.^^  This  result 
obtains  in  seven  program  areas,  the  obverse  obtains  in  three,  and  the  results 
indeterminate  in  three.  The  seven  are:  residential  youth  services,  youth  services,  adult 
offender  services,  elder  services,  shelters  for  the  homeless  and  for  battered  women,  and 
special  needs. 

The  two  agency/ program  categories  in  which  neither  of  these  trends  seems  to  be 
occurring  are  health  and  substance  abuse. 


Concentration:  The  Changing  Organization  oe  the  System  of  Care 


The  conclusion  that  the  above  sections  suggest  is  that  the  system  of  care  is  being  driven 
in  a direction  of  increased  concentration.  If  this  is  true,  the  question  of  whether  it  is  a 
good  or  bad  thing  is  still  left  open.  Earlier  (in  No  Substitute  for  Reform),  we  suggested 
that,  all  things  being  equal,  it  was  probably  a bad  thing,  especially  because  increasing 
concentration  did  not  seem  conducive  to  increased  competition  among  providers  and 
increased  choice  for  clients,  both  of  which  we  took  to  be  policy  goals  of  the  Governor.  A 
better  place  to  start  in  that  evaluation  is  in  a better  understanding  of  how  the  system  of 
care  is  organized  in  the  first  place,  and  then  a look  at  how  it  is  changing.  Three  specific 
areas  need  to  be  examined:  the  degree  of  interconnectedness  of  the  system,  especially 
as  it  related  to  the  client  (that  is,  to  referral  systems);  the  geographic  organization  of  the 
system;  and  the  degree  of  industry  concentration  in  the  network.  We  begin  here  with 
the  last  concept. 

We  have  already  seen  (see  Introduction)  that,  for  each  type  of  agency,  the  distribution 
of  agency  size  is  skewed  upwards.  That  is,  every  program  area  has  at  least  one  firm 
that  is  much  larger,  usually  an  order  of  magnitude  larger,  than  the  "typical"  firm  in  that 
sector.  In  Table  2.2,  we  took  the  difference  between  the  mean  and  median  budgets  to  be 
a rough  measure  of  this  skew,  the  degree  of  concentration.  A tool  sometimes  used  in 
industrial  economics  to  measure  the  same  concept  is  the  industry  concentration  ratio. 
The  ratio  describes  the  percentage  of  the  entire  market  represented  by  the  largest  firms, 
sometimes  for  the  largest  four  firms,  or  eight,  or  20,  or  a curve  describing  the  entire 
distribution.  Table  7.5  provides  this  calculation,  based  on  SPRG's  survey  data,  for  the 
largest  four  firms  specializing  in  each  program  area.  These  ratios  are  suggestive  of  two 
things.  First,  they  show  the  relative  degree  of  concentration  in  each  industry.  And 
second,  they  suggest  whether  the  degree  of  concentration  increased  or  decreased 
between  1990  and  1991.  These  numbers  should  not  be  taken  literally.  The  first  figure. 
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for  example,  does  not  say  that  68.5%  of  all  the  contracts  received  by  mental  health 
agencies  went  to  the  top  four  firms.  It  says  that,  among  responding  agencies,  the  four 
largest  firms  received  68.5%  of  all  contracts.  It  is  endemic  to  the  nature  of  these  data, 
with  a few  large  agencies  and  many  smaller  ones,  that  a finding  like  this  be 
extrapolated  to  the  general  case  with  great  care.  It  all  depends  on  whether,  within  a 
given  industry,  we  have  a sample  bias  toward  large  or  small  agencies.^®  Rrather  than 
try  to  project  the  actual  figures  with  these  data,  we  look  forward  to  calculating  similar 
percentages  with  official  state  data  for  all  firms. 

Because  these  figures  are  naturally  sensitive  to  the  sample  size  — smaller  collections  of 
agencies  are  naturally  more  concentrated  (for  example,  four  agencies  naturally 
represent  a larger  portion  of  the  activity  of  20  agencies  as  compared  to  50)  — we  offer  in 
the  last  column  a standardized  alternative.  The  numbers  in  the  last  column  can  be 
interpreted  as  the  ratio  of  the  average  contracts  in  the  largest  four  firms  to  the  average 
for  all  firms.  For  example,  the  four  largest  mental  health  contractors  had  4.8  times  more 
contracts  than  the  average  mental  health  firm  (including  these  four).  The  two  metrics 
together  give  a good  sense  of  industry  concentration. 

The  data  in  Table  7.5  suggest  a striking  degree  of  concentration.  In  the  first  example, 
the  largest  four  of  the  28  responding  mental  health  agencies  represent  68%  of  all 
contracts.  And  our  data  shows  that  these  four  receive,  on  average,  13  times  the  contract 
funding  of  the  remaining  24!  And  job  training,  homeless,  and  special  education  are 
even  more  concentrated,  at  least  according  to  the  first  measure.  The  alternative, 
standardized  measure  shows  much  less  variation  across  program  sectors,  with  the  top 
four  of  most  agency  types  receiving  about  four  times  the  average  amount  of  contract 
funding. 

The  data  are  more  mixed  concerning  the  question  of  trend.  The  degree  of  concentration 
increases  in  about  half  the  cases  and  decreases  in  the  other.  Noticeable  upward  swings 
occur  among  multiservice,  daycare  and  among  youth  and  family  service  agencies. 
Substantial  downward  movements  are  observed  among  substance  abuse  and  homeless 
services.  While  these  data  are  very  preliminary,  they  caution  that  the  described 
pressure  toward  consolidation  is,  in  1991  at  least,  still  mainly  accumulating  pressures 
and  not  a completed  transformation. 
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Table  7.5 

Contract  Concentration 


Percent  of  All  Contracts  in  Data  Set 

Largest  Four  Largest  Four 
Contractors  Contractors 

Agency  Type  FY1990  FY1991 

N 

Estimated 

Concentration 

Ratio** 

Standardized 
Concentration 
Ration  for  FY1991 

Mental  Health 

68.5 

68.4 

28 

14.3 

4.8 

Special  Needs 

33.2 

32.6 

52 

7.7 

4.2 

Substance  Abuse 

58.8 

54.7 

21 

19.0 

2.9 

Community  Health 

* 

* 

* 

* 

Elder  Services 

* 

* 

* 

* 

Daycare 

33.5 

35.1 

49 

8.2 

4.3 

Job  Training 

83.0 

84.5 

19 

21.1 

4.0 

Family  Services 

66.5 

68.1 

16 

25.0 

2.7 

Battered  Women 

* 

* 

* 

* 

Homeless  Services 

76.4 

74.6 

17 

23.5 

3.2 

Youth  Services 

39.5 

43.3 

37 

10.8 

4.0 

Special  Education 

75.7 

75.4 

20 

20.0 

3.8 

Residential  Youth 

* 

* 

* 

..  * 

Adult  Offenders 

* 

- * 

* 

- * 

Multiservice 

45.0 

49.6 

30 

13.3 

3.7 

* Data  suppressed  for  sectors  with  N < 1 6. 

“ These  figures  represent  the  percentage  of  contracts  we  would  expect  if  all  agencies  in  the  service 
sector  had  equal  shares. 


Additional  work  is  underway  in  the  area  of  system  organization  and  trends,  which  we 
hope  to  present  at  a future  time.  Among  the  systemic  questions  under  study  are:  (1) 
developing  a clearer  idea  of  the  level  and  trends  in  industry  concentration;  (2)  the 
strength  and  directionality  of  referral  networks  as  well  as  signs  of  stress  in  that 
network;  and  (3)  developing  a clearer  understanding  of  the  changing  geographic 
organization  of  the  system. 


State  policy  Directions 

Budget  policy  (read,  cuts)  is  clearly  pressuring  the  system  of  care  into  reorganization. 
The  above  discussion  of  programs  and  "contract  concentration"  suggests  that,  at  least  as 
of  1991,  there  was  only  limited  evidence  of  any  noticeable  structural  change.  The 
budget  changes  underlying  these  pressures  are  policy,  but  we  have  elsewhere  (in  No 
Substitute  especially)  argued  that  these  policies  do  not  have  the  full  character  of 
deliberative  policy.  For  instance,  a review  of  state  budget  actions  during  the  crisis, 
under  both  the  Dukakis  and  Weld  administrations,  suggests  that  most  can  be  described 
as  logical  next  steps  in  an  escalation  of  cuts  aimed  at  balancing  the  budget.  There  is 
little  evidence  of  any  long-term  programmatic  intent  in  these  actions.  This  is  especially 
evident  when  the  administration  promises  to  "restore"  cut  funds  if  monies  become 
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available.  In  this,  these  actions  resemble  the  "holding  actions"  that  we  described 
agencies  taking  in  Chapter  6. 

Clearly,  not  all  of  Governor  Weld's  actions  can  be  characterized  in  this  way.  The  new 
governor  has  taken  clear,  transformative  policy  positions  with  clear  philosophical 
underpinnings.  In  this  section,  we  outline  the  major  components  of  these  policies  as 
they  affect  the  system  under  study  here. 

The  Guiding  Principle:  Entrepreneurial  Government.  We  begin  with 
philosophy.  For  the  Weld  administration,  the  watch-words  of  reform  are 
"entrepreneurial  government."  Based  largely  on  work  by  David  Osbome^^  the 
administration  describes  the  entrepreneurial  approach  as  market-oriented,  consumer- 
driven,  investment-oriented,  decentralized,  and  focused.^^  These  principles  have 
become  the  basis  for  a wide  reaching  reform  agenda,  calling  for  the  closing  of  state 
human  service  institutions,  sweeping  privatization,  and  reform  of  the  budgetary  and 
bureaucratic  processes.  When  applied  to  private  human  service  delivery,  three  tenets  of 
entrepreneurial  government  are  particularly  important:  providers  should  compete, 
clients  should  choose  their  own  provider,  and  decisions  should  be  based  on  outcomes. 
Pursuit  of  entrepreneurial  objectives,  as  we  understand  them,  implies  both  the 
expansion  of  the  private-provider  system  (as  part  of  a broader  shift  from  governmental 
to  private  action)  and  substantial  reform  of  purchase-of-service  contracting. 

In  the  name  of  entrepreneurial  government,  and  in  order  to  balance  to  budget,  the 
Governor  has  undertaken  several  major  policy  changes  in  human  services,  including: 

(1)  large-scale  efforts  to  control  the  Medicaid  program;  (2)  reductions  in  public 
assistance  benefits;  (3)  a major  program  of  deinstitutionalization;  and  (4)  other  reforms 
of  community-based  services. 

Medicaid.  The  rising  cost  of  Medicaid  has  been,  and  the  figures  we  have  presented  on 
the  state  budget  confirm,  the  biggest  of  the  "budget  busters."  It  is  therefore  not 
surprising  that  control  of  the  giant  program  is  the  very  first  among  Weld's  budget 
priorities.  The  main  tool  to  be  used  in  this  effort  appears  to  be  a shift  toward  managed 
care  systems.  We  have  already  begun  to  see  some  of  the  impact  of  this  change  in  the 
provider  community.  The  attempt  to  better  posture  for  the  changes  related  to  managed- 
care  was  a major  reason  mental  health  providers  cited  for  why  they  were  considering 
mergers. 

Public  Assistance.  Since  taking  office,  the  Governor  has  been  able  to  secure 
enactment  of  legislation  that  will  significantly  reduce  the  General  Relief  caseload  and 
cut  the  benefits  that  families  at  risk  of  homelessness  receive  through  the  Emergency 
Assistance  program  in  AFDC.  In  addition,  the  shutdown  of  the  housing  subsidy 
program  has  accelerated.  These  changes  will  directly  affect  the  provider  community  by 
further  impoverishing  clients  and  increasing  the  number  of  crisis  situations,  especially 
those  related  to  housing.  It  is  the  great  frustration  of  this  project  that  we  cannot 
accurately  quantify  the  nature  of  the  connections  between  assistance  programs  (in  our 
categorization)  and  the  direct  community-based  system  under  investigation  here. 
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The  Deinstitutionalization  Plan.  In  Actions  for  Quality  Care,  a policy  statement 
released  last  June,  the  administration  presented  its  plan  to  restructure  the  system  of 
institutional  services  offered  through  the  departments  of  Mental  Health,  Public  Health, 
and  Mental  Retardation.  The  two-year  plan  (covering  fiscal  years  1992  and  93)  called 
for  the  closing  of  11  public  facilities,  with  patients  moving  to  other  state  facilities,  to 
private  hospitals,  and  to  the  community-based  care  system. 

For  Mental  Health  Hospitals,  the  design  called  for  the  institutional  population  to  drop 
from  2,021  in  1991  to  1,000  in  1993.  During  this  period,  an  additional  700  patients  will 
be  placed  in  the  residential  community  mental  health  system;  500  of  these,  the  report 
said,  are  ready  for  discharge  now.  The  plan  therefore  called  for  an  expansion  of  the 
community  residential  system  from  3,255  to  3,955,  an  increase  of  21.5%.  The  anticipated 
savings  are  substantial:  Operating  costs  at  state  mental  hospitals  average  $120,000  per 
patient;  community  residential  placements,  in  contrast,  cost  approximately  $55,000  per 
patient  and  enjoy  greater  access  to  revenue  offsets. 

For  some  years,  the  state  has  pursued  a policy  to  slowly  phase  out  the  state  schools  for 
the  mentally  retarded.  The  overall  census  of  the  schools  has  fallen  from  8,200  to  2,800  in 
the  past  10  years.  The  Governor's  plan  called  for  an  additional  811  clients  to  move  from 
the  schools  to  the  community-based  system.  In  addition,  580  new  clients  are  expected 
(from  DMH  facilities,  nursing  homes,  and  waiting  lists),  for  a total  increase  in 
residential  community  placements  of  1,391,  or  26%,  above  the  current  system  of  5,260 
beds. 

These  planned  changes  will  have  an  enormous  impact  on  the  residential  systems  in  the 
areas  of  mental  health  and  retardation.  The  expected  reductions  in  the  public  health 
hospitals,  in  contrast,  are  not  expected  to  have  much  impact  on  the  private-provider 
community.  Most  patients  will  be  moved  to  nursing  homes,  and  much  of  the  reduction 
will  occur  as  a result  of  attrition  (as  patients  are  discharged  normally  under  a partial 
freeze  on  new  admissions). 

Other  Changes.  Other  policy  shifts  affecting  community-based  services  include  a 
move  to  shift  all  subsidized  daycare  to  voucher  systems  and  consideration  of  co- 
location,  or  one-stop-shopping,  "family  service  center"  models  of  service.  Based  on  our 
research,  we  strongly  encourage  the  latter  move,  if  carefully  executed.  The  voucher 
system  is  addressed  again  in  the  concluding  chapter. 
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PART  FOUR: 

CONCLUSION:  WHERE  DO  WE 

GO  FROM  HERE 


So  far,  we  have  documented  the  fiscal  and  community- 
based  pressures  facing  providers  of  community  services  and 
have  begun  the  difficult  task  of  understanding  how  the 
system  of  care  is  changing  in  response.  In  this  last  section, 
we  ask  the  "So  what? " question.  What  do  we  do  about  it? 
What  are  the  choices,  constraints,  and  opportunities  facing 
policy  makers?  Where  do  we  go  from  here? 

We  start  this  look  forward  by  looking  back,  and  offer  a 
general  discussion  of  pur chase-of -service  as  a policy  choice 
in  Chapter  8.  This  chapter  might  be  alteratively  titled.  The 
Changing  Relationship  Betiveen  the  Private  Sector  arid  the 
State.  Here  we  argue,  first,  that  recent  policy  changes  are 
accelerating  a long-term  shift  from  public  to  private  service 
delivery  and  we  set  out  the  basic  policy  and  political 
parameters  affecting  this  shift.  Second,  we  suggest  that  the 
scope  ofa7ialysis  must  be  broadejied  to  include,  not  just  the 
state  and  its  (predominantly  nonprofit)  private  purchase- 
of -service  contractors,  but  also  the  larger  private  human 
services  industry.  This,  we  speculate,  may  be  the  only  way 
to  ensure  stability  in  the  sector  and  pursue 
"entrepreneurial  government"  goals  such  as  increased 
choice  and  competition.  We  conclude  in  Chapter  9 by 
summarizing  our  presentation  and  outlining  our 
recommendations  for  action. 


VIII. 


Purchase-Of-Service  as  a Policy  Choice 


A major  problem  has  always  been  the  failure  of  state  agencies  to  pay  the  full  cost 
of  service...  The  quality  of  service  is  thus  compromised  from  the  onset. 

- Children's  Service  Agency 


In  this  chapter,  we  make  two  key  points.  First,  we  note  and  discuss  the  long-term  shift 
from  public  institution-based  to  private  community-based  human  service  delivery. 
Second,  noting  that  the  purchase-of-service  system  is  largely  comprised  of  nonprofit 
companies,  we  speculate  about  the  potential  role  of  the  larger  private  human  services 
industry.  If  the  state  is  committed  to  a course  of  privatization,  it  is  reasonable  for  it  to 
look  to  harness  the  entire  private  system  of  care,  not  just  the  portion  with  which  it  now 
contracts.  We  find,  in  the  end,  that  a radical  expansion  of  the  pool  of  would-be 
contracting  agencies  is  not  such  a radical  idea:  It  follows  naturally  from  reforms 
already  proposed,  by  Nessen  and  others.  Again  and  again,  the  critical  issue  to  which 
we  return  is  the  adequacy  of  prices. 


A Long-Term  Shift  to  Privately  Provided  Community-Based  Care 

The  policy  and  budgetary  actions  of  the  Weld  administration,  discussed  above,  suggest 
that,  in  the  future,  we  should  expect  a larger  share  of  publicly  supported  human 
services  to  be  privately  provided.  In  this,  the  administration  furthers  a long-term  trend 
of  pushing  the  focus  of  human  service  spending  away  from  the  public  institutions  and 
public  assistance  and  toward  private,  community-based  providers.  Table  8.1  provides  a 
quick  glimpse  of  this  shifting  focus.  Looking  at  spending  only  within  the  main  human 
services  secretariat,  and  controlling  for  spending  on  adult  corrections  and  Medicaid 
(which  are  also  "growth  sectors"),  the  table  clearly  shows  that  there  has  been  a shift  in 
emphasis  between  income  maintenance,  institutional  services,  and  purchased-,  or 
community-based  services. 

Table  8.1 

A Glimpse  of  Long-Term  Human  Service  Budget  Trends 


Shares  of  the  EOHS  Budget FY  1970 FY  1980 FY  1990 


Public  Assistance 

38.0% 

28.7% 

18.5% 

Medicaid 

29.1% 

35.5% 

39.5% 

Institutions 

14.9% 

10.3% 

11.2% 

Corrections 

2.5% 

2.8% 

4.4% 

Purchased  Services 

2.2% 

10.5% 

22.1% 

Other  EOHS  Spending 

13.4% 

12.2% 

4.2% 

Sources:  House  Number  1 (Governor's  Budget  Recommendations)  for  Fiscal  Years  1972, 1982,  and 
1992.  Purchase  of  Service  figures  from  the  Division  Of  Purchased  Services. 
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Much  of  this  shift  is  explained  by  an  emerging  policy  preference  for  community-based 
action.  Key  national  policy  events  fueling  this  change  have  been  described  elsewhere 
[Mass  Taxpayers,  Kramer].  Primary  among  these  was  legislation  related  to  the  War  on 
Poverty,  especially  the  Economic  Opportunity  Act  of  1964.  Between  1965  and  1970, 
federal  expenditures  for  social  welfare  services  almost  tripled.  Enactment  of  Title  XX  of 
the  Social  Security  Act  of  1974  is  generally  seen  as  another  major  legislative  event  in  this 
story,  which  is  dominated,  in  the  pre-Reagan  period,  by  federal  action.  On  the  private 
side,  the  decision  in  1967  by  the  United  Way  of  America  to  drop  its  long-standing 
opposition  to  the  use  of  government  funds  opened  the  way  for  many  of  the  best 
established  nonprofits  to  enter  the  contracting  field.  Given  the  strong  federal  pressure 
to  provide  services  in  the  community,  the  state  first  turned  toward  these  established 
providers,  then  a sea  of  new  organizations  sprang  up  to  meet  the  new  government 
demand.  The  chronology  of  agency  formation  outlined  in  Chapter  2 closely  matches 
this  history. 

This  sequence  of  events  explains  only  that  community-based  services  were  preferred 
over  institutional  ones,  not  why  these  services  have  been  purchased  rather  than 
provided  directly  by  the  state.  It  also  does  not  help  to  explain  why  the  budget  shares  of 
assistance  programs  have  fallen. 

The  most  common  explanation  offered  for  the  purchasing  choice  is  expediency.  The 
state  simply  did  not  have  the  capacity  to  provide  these  services  and  did  not  possess  the 
necessary  expertise.  Existing  nonprofits  did  have  some  of  the  capacity  and  much  of  the 
needed  expertise,  especially  in  the  areas  of  mental  retardation  and  family  services.  As 
Mass  Taxpayers  describes  the  process,  the  state  had  little  choice  but  to  turn  toward 
providers:  "State  agencies  literally  backed  into  large-scale  purchase  of  service"  because 
of  deinstitutionalization.  With  no  experience,  the  development  of  the  system  was 
driven  by  providers  who  "came  to  the  state’s  rescue."^^ 

A generic  political  explanation,  provided  by  Lipsky  and  Smith,  is  that  "government  has 
used  nonprofit  agencies  to  expand  the  boundaries  of  the  welfare  state."^^  While  true, 
this  statement  can  be  read  in  two  ways:  naively  — that  nonprofits  represented  the  best 
way  to  provide  services  (at  least  given  the  time  constraints  alluded  to  above);  or 
cynically  — that , as  hidden  third  parties,  nonprofits  provided  a way  to  expand  the  state 
without  the  political  repercussions  that  direct  action  might  bring. 

A simpler  political  explanation,  offered  by  Lester  Salamon,  is  also  one  of  the  more 
commonly  mentioned  reasons  given  for  why  AFDC  benefit  levels  have  not  kept  pace 
with  inflation  during  the  past  20  years: 

In-kind  forms  of  assistance  are  more  likely  to  win  the  support  of  affected 
producer  groups,  who  can  easily  see  the  relationship  between  the  government 
expenditure  and  the  commodity  or  service  of  interest  to  them.  This  is 
particularly  true  where  the  government  relies  on  the  existing  producers  to 
provide  the  good  or  service.  In  this  way,  producer  groups  can  often  be  added 
to  client  groups  as  advocates  for  the  program,  creating  a powerful  political 
coalition. 
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Best  policy  choice  or  merely  politics?  Common  sense  suggests  that  both  answers 
contain  some  truth.  For  a better  understanding,  we  will  look  at  the  purchase-of-service 
decision  step-by-step. 


Make  or  Buy? 

The  purchase-of-service  (POS)  decision  is  a variant  of  the  classic  make-or-buy  Business 
School  question.  The  issue  should  be  considered  from  the  perspectives  of  both  the  state 
(the  buyer)  and  the  provider  (the  seller)  — for  there  are  pros  and  cons  from  each  point  of 
view.  Successful  policy  will  represent  the  best  possible  choice  given  the  positions  of  all 
parties.  There  is  a considerable  body  of  commentary  on  this  issue;  here  we  follow  a 
treatment  laid  out  by  Kramer^"^.  With  some  variations,  his  schema  is  summarized  in 
Table  8.2. 


Table  8.2 

The  Purchase-Of-Service  Decision 


PRO 

CON 

Government  Agency 

Cost 

Accountability 

Flexibility 

(Financial  & client  selection) 

Specialized  Competence 

Fragmentation 

Political  Expediency 

Political  & Market  Influence 

Private  Agency 

Revenue  Expansion 

Inadequate  Unit  Rates 

Funding  Stability 

Excessive/Inappropriate  Accountability 

Client  Interest 
Visibility  & Status 

Conflicts:  Cultural/Values/Mission 

From  the  point  of  view  of  a government  agency,  purchased  services  offer  lower  cost, 
greater  flexibility  (for  start-up,  expansion,  contraction,  or  changing  service  models),  the 
ability  to  benefit  from  pre-existing  expertise  (and  legitimacy)  possessed  by  the  private 
sector,  and  may,  as  the  Lipsky  and  Smith  quote  implies,  provide  the  most  politically 
expedient  way  to  expand  the  scope  of  public  action. 

The  issues  of  cost  and  flexibility  are  related,  and  both  can  be  seen  from  positive  or  not- 
so-positive  perspectives.  To  a certain  degree,  privately  provided  services  are  less 
expensive  and  more  malleable  because  the  model  - small  scale,  decentralized, 
community-based  --  is  inherently  less  expensive  and  more  flexible.  Privately  provided 
services  are  also  cheaper  because  non-unionized  private  human  service  workers  earn 
less  than  their  comparably  skilled  state  counterparts  and  more  flexible  because  civil 
service  protections  do  not  apply.  Putting  the  work  out,  then,  is  partly  a way  to  side- 
step public  unions  and  civil  service  rules. 
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On  the  negative  side,  state  agencies  find  it  difficult  to  ensure  financial  and 
programmatic  accountability  in  the  far-flung  private  provider  system.  Providers  also, 
as  we  will  discuss  below,  traditionally  employ  different  client  selection  models  than  the 
state,  leading  to  conflicts.  The  diversity  of  providers  (recall  that  we  counted  1600  state- 
wide) virtually  ensures  that  the  resulting  system  will  be  fragmented  and  uncoordinated. 
Perhaps  paradoxically,  state  officials  also  often  find  that  very  few  providers  may  be 
offering  specific  services  and  that  most  human  service  sectors  are  oligopolies  (see  the 
discussion  in  Chapter  7).  Under  these  conditions,  provider  networks  may  be  in  a strong 
bargaining  position  vis  a vis  the  state.  This  is  especially  so  if  the  state  has  no  capacity  to 
provide  the  desired  (and  often  legally  required)  services  directly,  as  is  typically  the  case. 
Dominant  market  or  political  influence  probably  most  often  obtained  early  in  the 
development  of  the  POS  system.^^ 

From  the  point  of  view  of  the  private  agency,  state  contracts  provide  the  opportunity  to 
expand  dramatically  the  scope  of  action  and  to  further  both  the  agency's  mission  and 
progress  toward  the  goals  of  client  groups.  State  contracts  are  also  generally  seen  as  a 
more  stable  funding  source  than  private  charity.  Although  this  may  seem  an  odd 
conclusion  in  the  light  of  recent  experience,  state  funding  remains,  even  during  crisis,  a 
more  stable  and  predictable  funding  source.  The  basic  reason  is  that  even  though 
contracts  have  traditionally  been  established  annually,  relationships  between  state 
agencies  and  vendors  are  typically  long-term,  with  contract  amounts  and  rates  largely 
historically  determined.  In  contrast,  charitable  funding  is,  with  some  notable 
exceptions,  usually  short-term  and  zero-based.^^  Finally,  state  funding  may  increase 
the  visibility  and  status  of  a private  organization,  especially  if  it  can  grow  rapidly  using 
contracts. 

Complaints  from  private  agencies  about  the  POS  system  include  the  inadequacy  of  rates 
(that  is,  prices),  excessive  or  inappropriate  accountability  requirements,  and  diminution 
of  important  organizational  values.  Of  these,  the  inadequacy  of  rates  is  the  most 
frequently  mentioned.  The  Division  of  Purchased  Services  has  reported  that  rate 
increases  of  nearly  15%  would  be  necessary  to  bring  purchase-of-service  contracts  up  to 
the  low  end  of  estimated  "market  prices."^^  This  naturally  requires  a 15%  increase  in 
spending  to  purchase  the  same  level  of  services  or  a corresponding  reduction  in  the  real 
level  of  service  (13%)  to  finance  the  higher  prices. 

POS  prices  can  be  so  far  below  "market"  levels  for  three  basic  reasons.  First,  the  market 
levels  assumed  in  the  Component  Pricing  Catalogue  might  be  unrealistic.  We  know 
that  the  estimators  often  had  very  little  to  go  on  when  establishing  these  rates  and  it 
would  not  be  unreasonable  to  guess  that  they  are  sometimes  wrong.  Most  of  the  cost  of 
any  given  program,  however,  is  associated  with  labor  (at  least  two-thirds,  excluding 
agency  administration^®)  and  the  estimation  of  these  items  was  probably  reasonable. 
This  limits  the  possible  error.  The  second  reason  that  rates  might  be  low  is  because 
providers  pay  lower  wages.^^  Finally,  private  providers  might  survive  on  lower-than- 
market  rates  because  they  have  access  to  other  sources  of  funding  that,  in  effect, 
subsidize  state  contracts.  These  sources  include  payments  made  directly  by  clients  or  by 
public  (e.g.,  Medicaid)  or  private  insurance  as  well  as  grants  made  by  private  charities. 


60 


THE  SOCIAL  POLICY  RESEARCH  GROUP 


It  would  be  difficult  to  quantify  the  relative  contribution  of  these  three  explanations,  but 
it  seems  likely  that  all  three  do  contribute. 

Accountability  problems  are  common  in  decentralized  systems.  It  may  seem  curious 
that  the  chart  lists  the  lack  of  accountability  as  a problem  for  state  managers  and 
excessive  accountability  as  a problem  for  providers.  This  is  not  just  a "where-you- 
stand-depends-on-where-you-sit"  problem.  Nessen"^®  has  pointed  out  that  state 
managers,  lacking  a mechanism  for  monitoring  program  outcomes  (or  outputs),  created 
an  extensive  paper-based  system  monitoring  program  expenses  (or  inputs).  Not  only 
was  this  inappropriate,  it  also  generated  a mass  of  numerical  reporting  requirements 
that  providers  found  difficult,  expensive,  and  annoying,  and  that  state  managers  found 
impossible  to  digest  and  use  effectively.'^^  It  is  not  surprising,  then,  that  both  providers 
and  state  managers  are  dissatisfied  and  have  long  included  better  accountability 
measures  on  their  reform  wish  lists.  It  is  too  soon  to  know  whether  any  real  progress 
on  this  issue  has  been  made  as  of  yet. 

Finally,  acting  as  a state  contractor  may  threaten  the  mission  and  "culture"  of  a private 
service  organization,  especially  one  with  a long  history  or  distinctive  mission.  It  is  easy 
to  see,  for  example,  how  rapid  expansion  in  the  direction  of  state  funding  could  shift  the 
service  focus  of  an  agency,  as  one  aspect  of  an  agency's  mission  becomes  dominant. 

The  shift  to  state  funding  can  change  an  agency's  way  of  doing  business  as  well  as  the 
mix  of  services  provided.  Public  and  private  agencies  may  have  different  values  and 
priorities,  and  contracting  puts  these  into  conflict.  "Government  is  overwhelmingly 
driven  by  concerns  of  equity,"  write  Lipsky  and  Smith,  and  this  value  requires  that 
services  be  rationed  fairly,  that  everyone  have  equal  access  to  services,  and  that 
unambiguous  eligibility  criteria  be  applied  to  keep  the  undeserving  from  getting  more 
than  their  fair  share.  Private-provider  agencies,  on  the  other  hand,  traditionally  have 
placed  more  value  on  responsiveness  to  the  needs  of  individual  clients.  They  have 
tended  to  be  "particular  in  their  choice  of  clients,"  preferring  those  "compatible  with  the 
agency's  service  mission,"  but  these  clients  were  not  usually  subjected  to  eligibility 
verification,  their  word  was  enough.'^^  Acceptance  of  state  contract  dollars  brings  with 
it  acceptance  of  the  government  versions  of  these  priorities.  The  conflict  that  this 
engenders  is  especially  difficult  for  agencies  with  long  histories,  but  arise,  we  suspect, 
in  many  of  the  younger  community  agencies  as  an  independent  sense  of  agency 
mission  develops.  In  times  of  rapid  policy  change,  these  conflicts  are  likely  to  be  more 
marked. 

Nonprofits,  For-Profits,  and  Competition 


The  vast  majority  (92%)  of  the  agencies  responding  to  the  survey  are  nonprofit 
corporations.  Below,  we  present  discussions  of  two  of  the  most  often  cited  reasons  for 
why  this  is  so.  The  first  relates  to  the  concept  of  "contract  failure"  which  suggests  that 
for-profit  providers  may  be  undesirable  to  consumers.  The  second,  related  to  the 
preceding  discussion,  is  that  the  POS  business  does  not  attract  for-profits,  mainly 
because  the  prices  paid  are  too  low.  Implicit  in  these  arguments  is  that  there  is,  in  fact, 
a larger  private  human  services  industry  beyond  the  nonprofit  organizations  that 
dominate  the  current  system. 
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Why  Nonprofits?  Hansmann  claims  that  nonprofits  arise  in  situations  of  "contract 
failure."  These  are  cases  in  which  consumers  cannot:  (a)  make  a reasonably  accurate 
comparison  of  different  firms  before  any  purchase  is  made;  (b)  reach  a clear  agreement 
with  the  chosen  firm  concerning  the  goods  or  services  that  the  firm  is  to  provide  and  the 
price  to  be  paid;  or  (c)  determine  subsequently  whether  the  firm  complied  with  the 
resulting  agreement  and  obtain  redress  if  it  did  not.'^^  In  these  cases,  consumers  cannot 
impose  discipline  on  the  market,  and  producers  are  likely  to  take  advantage  by 
charging  excessive  prices  or  selling  inferior  services.  Nonprofits  provide  a partial 
remedy  for  these  ills  by  removing  the  personal  profiteering  motive."^  Hansmann, 
again,  lists  three  general  cases  when  contract  failure  likely  to  occur:  (1)  when  there  is  a 
separation  between  the  purchaser  and  the  recipient  of  the  service;  (2)  in  the  provision  of 
public  goods;  and  (3)  in  the  provision  of  complex  personal  services.'^^  Human  services 
meet  all  three  of  these  conditions. 

The  second,  more  straightforward,  explanation  of  the  dominance  of  nonprofits  in 
human  services  has  already  been  mentioned.  If  rates  paid  to  purchase-of-service 
providers  are  inadequate,  then  there  is  little  opportunity  to  make  a profit.  The  ultimate 
indicator  that  purchase-of-service  rates  are  at  "market"  levels  will  be  a significant  entry 
of  for-profit  firms  into  competition  with  the  existing  system.  It  is  somewhat  ironic  that 
the  feature  of  the  system  that  providers  most  frequently  lament,  the  inadequacy  of 
rates,  is  exactly  the  feature  that  keeps  for-profit  firms  out  of  the  contracting  business 
and  preserves  the  hegemony  of  the  current  providers.  Finally,  we  would  add  that  for- 
profit  firms  have  less  access  to  charity  than  do  nonprofits,  and  so  cannot  augment  state 
dollars  with  private  charity,  as  we  have  argued  that  nonprofit  firms  do.'^^ 

Contracting  and  Non-Contracting  Providers:  The  Case  for  a Larger  System. 

Implicit  in  this  discussion  is  that  there  are  other  private  providers  of  human  services 
besides  those  involved  with  state  purchase-of-service  contracting  and  that  at  least  some 
of  these  operate  on  a for-profit  basis.  Unfortunately,  it  is  difficult  to  know  just  how 
large  this  other  private  system  is  or  how  it  is  divided  between  for-profit  and  nonprofit 
forms.  The  main  problem  is  that  the  national  economic  data  collection  system  is  poorly 
structured  to  monitor  service  industries  and  completely  unable  to  track  the  nonprofit 
sector.  We  can  take  a hint  from  data  generated  by  the  state  unemployment  system. 
These  data  suggest  that  there  are  roughly  3000  firms  in  Massachusetts  providing  social 
services  and  that  these  firms  employ  80,000  or  more.'^^  The  Department  of 
Employment  and  Training  estimates  that  there  are  approximately  50,000  jobs  in 
companies  exempted  from  unemployment  tax  law,  however,  and  many  of  these  firms 
are  likely  to  be  social  service  companies.  Finally,  there  is  a significant  self-employment 
sector  in  social  services,  consisting  of  individual  professionals  in  private  practice.  These 
too  are  left  out  of  the  estimates. 

While  we  do  not  know  how  big  the  private  human  services  sector  is,  we  do  know  that  it 
is  significantly  larger,  perhaps  twice  as  large,  as  the  network  of  1600  providers  in  the 
POS  network.  At  least  part  of  this  other  private  system  is  operated  for-profit.  In  most 
of  the  program  areas  treated  in  this  report  — but  especially  in  health  care,  home  care, 
daycare,  substance  abuse  treatment,  individual  and  family  counseling,  mental  health. 
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and  adult  education  and  job  training  — we  expect  to  find  for-profit  firms  and  non- 
contracting nonprofits  coexisting  with  the  nonprofits  now  involved  with  state  purchase- 
of-service  contracting. 

There  is  strong  evidence  to  suggest  that  the  non-contracting  sector  of  private  human 
services  is  very  robust.  Based  on  national  data  and  reports,  Steven  R.  Smith  recently 
reported  that  the  public  share  of  all  (POS  and  otherwise)  social  services  spending  fell 
from  87%  in  1960  to  63%  in  1980.  This  dramatic  finding  means  that  the  private  part  of  the 
social  services  system  grew  faster  over  this  period  than  the  public  portion!  This,  despite 
rapid  growth  in  the  public  sector.  (See  Table  8.1,  above.) 

Why  would  non-contracting  agencies  expand  faster?  At  this  time,  we  can  only 
speculate.  One  reason  could  be  that  significant  funding  and  client  segregation  exists  in 
the  human  services  industry.  Under  the  segregated  system:  (1)  providers  outside  the 
POS  network  provide  services  to  middle  class  clients  who  can  either  afford  the  services 
or  who  are  insured;  (2)  providers  inside  the  POS  system  provide  services  to  the  poor, 
those  unable  to  pay,  and  the  uninsured;  and  (3)  there  is  very  little  cross-over  between 
(1)  and  (2).  In  Stressing  the  System,  for  example,  we  noted  that  (at  that  time)  it  appeared 
as  though  no  Boston  substance  abuse  agency  (in  the  POS  circle)  provided  services  to 
insured  patients  — even  though  substance  abuse  treatment  is  typically  covered  under 
insurance  and  the  industry  was  growing  rapidly. 

A second  explanation  follows  the  for-profit/ nonprofit  theme  developed  above.  The 
external  sector  (outside  of  the  POS  system)  may  include  a larger  portion  of  for-profit 
companies,  and  on  several  economic  measures,  nonprofits  compare  poorly  with  for- 
profit  firms.  First,  nonprofits  have  traditionally  found  it  more  difficult  to  raise  capital. 
Second,  without  the  drive  to  maximize  profits,  nonprofits  lack  one  powerful  incentive 
to  control  costs;  therefore  they  are  often  accused  of  inefficiency.  (We  have  not  seen  this 
proven  empirically.)  Finally,  without  capital  or  a profit  motive,  nonprofits  are  often 
seen  as  lacking  incentives  for  entry  and  expansion.  Thoughtful  critics  can  counter  each 
of  these  charges,  but  none  in  a wholly  satisfactory  way.  A comment  on  the  last  criticism 
— that  nonprofits  lack  incentives  to  enter  the  system  — may  be  illustrative.  We  have 
seen  (in  Chapter  2)  that  the  formation  of  private-provider  agencies  is  at  times  rapid,  but 
this  may  mainly  be  an  artifact  of  the  enormous  shift  in  federal  and  state  policies. 
Between  1967  and  1974,  the  number  of  nonprofits  in  the  U.S.  more  than  doubled  while 
the  number  of  for-profit  corporations  increased  by  only  a quarter.  Between  1974  and 
1983,  however,  the  number  of  for-profits  rose  at  twice  the  rate  for  nonprofits,  52% 
versus  26%,  respectively.'^^  The  fact  is  that  the  nonprofit  form,  while  providing  some 
protection  for  consumers  and  giving  space  to  motives  other  than  profit,  is  not  adopted 
without  some  trade-offs. 

More  evidence  is  needed,  but  it  seems  logical  to  suggest,  even  now,  that  human 
services,  seen  not  as  two  distinct  systems,  but  as  one  larger  system,  may  be  in  much 
better  condition  than  the  contracting  system  under  investigation  here.  If  that  is  so, 
finding  a way  to  bring  the  two  sectors  together  may  be  a necessary  part  of  any  long- 
term policy  solution  in  which  the  state  depends,  to  a greater  and  greater  degree,  on  the 
private  sector  to  deliver  publicly  funded  services.  As  it  stands  now,  the  private  sector 
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in  partnership  with  the  state  is  probably  too  weak  to  bear  this  increasing  responsibility. 
The  existing  system,  consisting  mainly  of  nonprofit  providers,  is  suffering  from  severe 
resource  limitations,  and  increasing  demands  from  the  community,  and  is  in  weak  and 
deteriorating  financial  condition.  It  does  not  seem  likely  that  these  providers,  under 
these  funding  conditions,  can  bear  the  weight  of  the  policy  shifts  described.  These 
changes,  it  seems,  will  only  increase  further  the  numbers  and  complexity  of  client 
caseloads. 

The  argument  that  private  for-profit  and  nonprofit  companies  not  now  contracting  with 
the  state  be  brought  into  the  purchase-of-service  system  (and,  implicitly,  the  strongest 
of  these)  is  not  really  very  radical.  A dramatic  expansion  of  the  pool  of  would-be 
contractors  will  be  the  inevitable  result  of  the  adoption  of  realistic,  market-rate,  prices 
for  human  services.  And  realistic  pricing  was  presented  by  Nessen  as  a central  part  of  a 
planned  reform  for  the  purchase-of-service  system.  Indeed,  the  entry  of  new  firms  into 
competition  for  purchase-of-service  contracts  will  be  the  very  litmus  test  for  the  adequacy  of  these 
rates.  The  long-run  goal  will  be  to  establish  prices  just  high  enough  to  induce  this 
competition.  (We  don't  say  that  this  will  be  easy  to  determine.)  It  is  not  very  radical  at 
all,  we  think,  to  affirm  the  centrality  of  prices  in  the  economy. 

Finally,  we  should  note  that  the  direct  repair  of  the  contract  system  is  only  one  of  the 
proposed  market-based  reforms.  A word  should  be  said  about  the  other:  a shift, 
wherever  practicable,  to  some  form  of  voucher  payment.  Insofar  as  vouchers,  carried 
by  clients,  are  more  easily  divisible  among  providers,  they  are  naturally  a better  tool  for 
expanding  the  pool  of  would-be  providers.  On  the  other  hand,  vouchers  place  more 
information  burdens  on  the  client  (see  discussion  on  contract  failure,  above).  Where 
state  agents  act  directly  as  payor,  accountability  problems  are  more  manageable, 
compared  to  situations  in  which  the  state  is  reduced  to  a more  regulatory  function,  as 
would  be  the  case  in  a voucher-based  system.  Finally,  voucher  carriers  will  face  the 
same  pool  of  providers  as  contracting  agencies  if  vouchers  are  not  a tool  through  which 
providers  can  receive  adequate  prices  for  their  services.  As  Nessen  has  said  so  often: 
Human  services  is  a business. 
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Conclusions  and  Recommendations 


]Ne  are  being  as  entrepreneurial  as  we  know  how. 

- Mental  Health  Agency 

When  we  posited  the  title  for  this  report,  our  expectation  was  that  we  ourselves  would 
not  know  "where  do  we  go  from  here?"  Both  the  system  under  study  and  the  problems 
it  faced  seemed  too  complex,  and  the  state  of  our  knowledge  was  so  imperfect.  As  a 
result,  we  expected  that  more  work  would  be  needed  before  the  descriptive  research 
could  be  made  to  better  inform  policy  formation  at  this  critical  time.  For  the  most  part, 
these  expectations  proved  realistic. 

This  is  not  to  say  that  the  system  does  not  have  a clear  trajectory.  In  fact,  it  has  two.  On 
the  one  side,  a financially  weak  and  fragmented  system  of  care  is  being  pressured  by 
budget  cuts  and  rising  community  needs  into  a major  reorganization,  with  fewer,  more 
specialized  providers.  This  pressure,  which  we  tag  with  the  shorthand //sca/  crisis,  has 
been  mounting  for  years.  It  seems  to  be  peaking  now,  in  fiscal  year  1992,  but  is  unlikely 
to  lessen  significantly  in  1993.  On  the  other  side,  the  policy  side,  the  state  is  becoming 
increasingly  dependent  on  the  private-provider  network  to  deliver  public  services. 
Really  part  of  a long-term  trend  towards  purchased  and  community-based  services, 
actions  taken  recently  by  the  Weld  administration  will  accelerate  this  shift.  At  the  same 
time,  there  is  growing  awareness  — fostered  by  the  work  of  Peter  Nessen  and  others  -- 
that  the  current  provider  system  must  be  repaired. 

All  of  this  brings  us  back  to  our  question:  Where  do  we  go  from  here?  Our  knowledge 
is  still  limited,  but  we  do  know  what  to  look  for,  what  the  issues  are,  what  the  big 
conflicts,  barriers,  and  opportunities  are.  So  we  offer  three  recommendations,  not  so 
much  on  the  specifics  of  policy,  but  on  the  method  through  which  we  should  proceed. 
These  recommendations  are  presented  as  if  to  the  Governor  because  we  perceive  that  he 
is  currently  setting  the  agenda  for  public  action. 


Recommendations 

We  have  three  general  recommendations.  First,  take  purchase-of-  service  reform 
seriously.  Or  else.  Second,  implement  these  reforms,  as  well  as  others  inspired  by 
"entrepreneurial  government,"  cautiously  and  in  full  partnership  with  the  current 
provider  community  and  with  the  larger  human  services  industry.  And  third,  carefully 
consider  the  needs,  capacities,  and  limitations  of  human  services  clients  when 
implementing  policy  changes. 

Pursue  Purchase-of-Service  Reform.  During  its  tenure,  the  Office  of  Purchased 
Services,  under  the  direction  of  Peter  Nessen,  developed  a plan  to  reform  the  purchase- 
of-service  system.  These  were  best  summarized  in  the  office's  final  report,  issued  in 
January,  1990.  That  report  recognized  the  weaknesses  in  both  the  private-provider 
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network  and  in  the  state's  administration  of  it.  Among  the  key  proposals  in  that  plan: 
Simplify  purchase-of-service  administration,  move  to  rational,  market-based  pricing 
systems,  and  address  the  issue  of  under-capitalization  by  improving  access  to  credit 
and  capital  markets. 

A second  major  reform  movement  began  emerging  early  in  the  Weld  administration. 
Although  as  yet  unformed,  this  movement,  linked  to  the  watch-words,  "entrepreneurial 
government,"  may  be  taken  — from  the  Governor’s  statements  - to  form  the  basis  for 
administration  action.  Based  largely  on  work  by  David  Osborne^®,  the  administration 
describes  the  entrepreneurial  approach  as  market-oriented,  consumer-driven, 
investment-oriented,  decentralized,  and  focused.^^  These  principles  have  become  the 
basis  for  a wide  reaching  reform  agenda,  calling  for  the  closing  of  state  human  service 
institutions,  sweeping  privatization,  and  reform  of  the  budgetary  and  bureaucratic 
processes.  When  applied  to  private  human  service  delivery,  three  tenets  of 
entrepreneurial  government  are  particularly  important:  Providers  should  compete, 
clients  should  choose  their  own  provider,  and  decisions  should  be  based  on  outcomes. 
Pursuit  of  entrepreneurial  objectives,  as  we  understand  them,  implies  both  the 
expansion  of  the  private-provider  system  (as  part  of  a broader  shift  from  governmental 
to  private  action)  and  substantial  reform  of  purchase-of-service  contracting.  We 
strongly  recommend  that  the  earlier  efforts  at  purchase-of-service  reform,  as  described 
by  Nessen,  be  reinvigorated.  In  particular,  the  central  need  for  a reasonable  and 
rational  pricing  system  seems  more  evident  than  ever.  It  does  not  appear  as  though  the 
goals  of  purchase-of-service  reform  are  in  conflict  with  the  precepts  of  entrepreneurial 
government,  but  the  exact  relationship  between  the  two  should  be  systematically 
explored. 

In  addition,  we  recommend  that  the  aims  of  these  reforms  be  broadened  to  include  the 
goals  of  improving  the  integration  and  coordination  of  the  system.  In  Stressing  the 
System,  we  found  only  loose  client  referral  connections  among  agencies.  More  than  70% 
of  all  clients  left  provider  agencies  without  any  referral  at  all  and  only  17%  were 
referred  to  another  private  agency.  These  findings  conflict  with  the  widespread 
conviction  that  many  clients  suffer  from  multiple  problems,  each  potentially  requiring 
distinct  services.  Other  research  has  shown  that  the  awareness  would-be  clients  have  of 
helping  services  is  limited,  especially  among  the  poor.^^ 

With  regard  to  the  newer  reforms  being  pressed  by  the  Governor,  we  put  forward  the 
two  following  additional  recommendations. 

Work  Cooperatively  with  the  Entire  Provider  Community.  There  is  a deep 
suspicion  of  markets  and  market-based  solutions  in  the  human  services  community. 
The  field  is  dominated  by  nonprofits.  It  has  adapted  so  as  to  function  adequately  with 
below-market  prices.  Providers  are,  as  one  director  put  it,  "being  as  entrepreneurial  as 
we  know  how."  They  have  already  been  forced  to  deal  extensively  with  bottom-line 
concerns  as  they  faced  this  crisis.  Many  feel,  along  with  us,  that  program  goals  and 
agency  missions  are  threatened  by  mergers  and  other  reorganizations  driven  by 
budgetary  pressures  rather  than  programmatic  concerns.  Finally,  most  have  been  cut. 
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The  Governor  and  his  administration  should  expect  resistance  from  the  provider 
community.  This  is  only  natural.  But  an  impartial  observer  would  agree  that  both 
sides  want  change.  In  fact,  there  is  broad  agreement  about  the  need  for  a more  rational 
and  predictable  system.  Also,  we  have  noted  that  the  Governor's  policy  choices 
represent  an  acceleration  of  a longer-term  shift  to  community-based  services.  This  can 
only  be  seen  positively  by  the  provider  community. 

We  propose  that  the  administration  and  provider  community  systematically  address 
the  issues,  barriers,  and  opportunities  to  implement  ideas  based  on  the  entrepreneurial 
government  model.  In  addition,  based  on  our  discussion  in  Chapter  8,  we  recommend 
that  these  discussions  include,  not  just  the  existing  purchase-of-service  system,  but 
companies  in  related  private  fields  as  well.  To  this  end,  SPRG  has  proposed  the  Private 
Provider  Reform  Initiative,  a series  of  directed  panel  discussions  designed  to  provide  a 
detailed  roadmap  for  entrepreneurial  government  implementation  in  key  human 
service  sectors. 

Return  to  the  Client.  In  addition  to  talking  with  providers,  we  recommend  that  the 
administration  talk  to  clients.  Only  the  client  can  answer  our  deepest  unanswered 
questions:  How  does  this  fragmented  system  work?  And,  how  can  it  work?  Reforms 
depend  critically  on  the  clients,  on  who  they  are,  what  their  needs  are,  how  they  find 
out  about  services  and  the  network  of  providers,  and  how  they  find  their  way  around 
the  system.  The  answers  to  these  questions  will  help  define  the  possibilities  and  the 
limits  of  any  reforms  we  may  want  to  pursue:  The  possibilities,  because  it  will  help  us 
uncover  and  exploit  all  the  potential  of  a client-driven  system;  the  limits,  because  we 
cannot  impose  unrealistic  burdens  (information-based  ones  mainly)  on  the  client.  A 
survey  of  human  services  clients  is  imperative  to  addressing  these  questions. 


* W ih 


Closing  Remarks 

The  Budget  Crisis  Impact  Study  is  nothing  if  not  dynamic.  Begun  as  a two-year, 
Boston-based  descriptive  study,  the  project  has  expanded  to  a statewide  focus,  is  now  in 
its  third  year,  and  will  likely  continue.  As  we  have  changed  our  focus  and  matured,  we 
have  tried  to  remain  faithful  to  the  original  goals  and  research  questions,  listed  in  the 
Introduction.  We  have  also  tried  to  increase  the  policy  relevance  of  our  work,  we  hope 
with  some  success.  It  is  in  this  direction  that  the  project  is  clearly  shifting  as  we  move 
into  our  third  year  of  fiscal  crisis  watching.  The  Client  Survey  and  the  Private  Provider 
Reform  Initiative,  described  above,  are  two  examples  of  how  the  Budget  Project  (and  its 
spinoffs)  aim  to  inform  policy  and  facilitate  meaningful  debate. 


The  Social  Policy  Research  Group.  1991. 
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Notes 


^ Liberals  have  attacked  the  governor,  claiming  that  the  revenue  estimate  is  being  set  artificially 
low  in  order  to  justify  cuts. 

2 Removing  the  effect  of  the  1991  value  of  the  1990  tax  package  (Chapters  121  and  150  of  the 
Acts  of  1990),  estimated  at  $1  billion,  FY91  tax  collections  would  have  fallen  by  about  7% 
instead  of  rising  by  6%. 

^ In  nominal,  not  real  terms,  total  personal  incomes  fell  by  1%  in  the  fourth  quarter  of  calendar 
1990  and  by  2.3%  in  the  first  quarter  of  1991.  The  data  is  presented  at  seasonally  adjusted 
annual  rates. 

In  practice,  this  placed  too  a large  burden  on  many  respondents,  especially  in  Boston,  where 
the  interview  was  conducted  by  phone.  Still,  agencies  submitted  answers  to  approximately 
two-thirds  of  the  program  questionnaires  indicated  in  the  agency  questionnaire. 

^ Sometimes,  of  course,  the  city  is  the  vendor.  Examples  include  Boston's  homeless  shelters  and 
municipal  hospitals. 

^ The  dollar  value  of  all  state  contracts  held  by  an  agency  is  taken  here  to  be  its  "size." 

^ The  definition  offered  will  suffice  for  the  study  at  hand,  but  is  somewhat  inadequate.  The 
most  significant  confusion  deals  with  person-helping  services  paid  for  entirely  by  customers 
through  fee-for-service.  Are  these  human  services?  What  if  they  are  provided  to  only  those 
clients  who  can  pay  (without  subsidy)?  Our  inclusion  of  the  modifier  public  is,  in  part,  a 
response  to  this  gray  area.  It  is  important  to  keep  in  mind  that,  in  many  of  the  human  service 
sectors  identified  below,  a private  service  industry  exists  largely  separate  from  the  public 
system  under  study. 

® That  is,  not  on  the  individuals  possessions  — such  as  a car,  or  a toaster-oven. 

^ Greiner,  John  M.,  and  George  E.  Peterson,  "Do  Budget  Reductions  Stimulate  Public  Sector 
Productivity?  Evidence  fro  Proposition  2 1/2  in  Massachusetts,"  in  Reagan  and  the  Cities, 
edited  by  George  Peterson  and  Carol  Lewis.  Washington:  The  Urban  Institute  Press,  1986. 

Emergency  Assistance  (EA)  protects  families  from  homelessness  by  paying  rent,  mortgage, 
and  utility  arrearages  for  low-income  families.  The  1992  budget  sharply  reduced  EA  benefits. 

^^The  GR  estimate  of  $138  million  reflects  the  "final"  resolution  of  a several-month  controversy 
on  the  matter.  The  figure  is  from  the  Massachusetts  Human  Services  Coalition. 

^^This  is  a weighted  average.  That  is,  it  is  the  result  of  the  division  of  the  sum  of  state  contract 
revenues  for  all  responses  by  the  sum  of  total  revenues  for  the  same  agencies. 
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(LCONj/ZREVj)  for  agency  j,  j=l...N.  The  alternative  calculation  will  be  referred  to  as  a "mean 
response."  (E(CONj/REVj)/N). 

^^This  result  is  affected  by  the  specific  choices  made  concerning  the  scope  of  the  study. 

Surveyed  agencies  are  representative  of  the  purchase-of-service  system,  not  the  the 
"independent  sector"  generally.  That  is,  the  scope  of  the  study  could  have  been  expanded  to 
include  more  agencies  that  were  wholly  funded  from  private  (or  other)  sources  and  this 
would,  of  course,  have  lowered  the  state  contract  share  of  revenues. 

^'^Chapter  766,  the  Commonwealth's  Special  Education  statute. 

^^Let  0(91)  equal  current  contracts,  0(90)  last  year's  contracts  for  programs  still  operating  and 
C(90)  last  year's  contracts  for  programs  now  closed.  It  is  easy  to  show  that  the  growth  rate 
[O(91)/O(90)]  --  the  one  shown  here  --must  be  greater  than  [0(91)/(0(90)+C(90))]  - the  one 
that  accounts  for  closings. 

^^"For  example,  two  children  filling  a single  day  care  slot. ..could  be  counted  as  one  client  or 
two." 

^^Not  all  agencies  keep  waiting  lists.  Overall  30%  reported  lists  to  us  in  terms  of  weeks,  ranging 
from  a low  for  mental  retardation  services  (DMR  tracks  most  clients)  to  one-half  week  or  more 
for  day  care  and  substance  abuse  agencies. 

Division  of  Purchased  Services,  "Component  Pricing:  An  Impact  Statement,"  undated,  p.25. 

^^See  for  example,  "The  Business  of  Human  Services"  by  Peter  Nessen  in  The  Provider  (The 
Newletter  of  the  Massachusetts  Council  of  Human  Services  Providers),  Vol.  11,  No.  6,  June, 
1990. 

20we  cannot  fully  explain  this  difference.  It  is  partly  due  to  (1)  our  inclusion  of  many  agencies 
which  are  not  current  state  contractors  (~10%);  (2)  confusion  between  agencies  and  sites;  and  (3) 
the  fact  that  we  begin  with  Nessen's  list. 

Derived  from  Division  of  Purchased  Services,  "Component  Pricing:  An  Impact  Statement," 
undated,  p.l6 

"Crisis  Among  Caregivers:  A Report  from  the  Human  Services  Personnel  Collaborative"; 
Sylvia  Johnston,  Hyams  Foundation,  Project  Director;  December  1988. 

Fifteen  for  Boston-based  agencies,  who  were  also  asked  if  staff  hours  were  increased. 

^■^These  calculations  are  based  on  the  preliminary  dataset  (n=415)  used  for  No  Substitute  for 
Reform. 

2^This  difference  is  significant  at  the  5%  level. 
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More  history  would  be  especially  helpful  with  regard  to  this  issue,  which,  we  admit,  we 
mention  frequently.  For  example,  is  the  amount  of  "scavenging"  related  to  the  fiscal  crisis,  or 
does  this  go  on  all  the  time? 

^^The  astute  reader  may  suggest  that  this  is  an  artifact  normal  noise  in  the  agency  classification 
technique.  Mainly  because  agencies  shift  their  programmatic  focus  over  time,  reclassification 
(in  say,  two  years)  would  shift  some  number  of  agencies  among  categories.  The  implication  is 
that  we  should  expect  the  current  classifications  to  have  stronger  primary-program  "modes"  at 
the  time  the  classifaction  is  made  than  at  any  other  time.  The  finding  that  these  modes  decay 
moving  backwards  in  time,  by  this  argument,  is  not  surprising  and  would  hold  moving 
forward  in  time  as  well.  Given  the  strength  of  the  primary  mission  of  agencies,  the  anecdotal 
historical  evidence  we  do  have,  and  the  use  of  miscellaneous  categories,  such  as  multiservice 
and  "other,"  we  would  argue  that  these  reclassifications  would,  in  fact,  be  rare.  So  we  believe 
that  these  findings  are  genuine. 

An  example  will  help:  If  we  calculate  a four-firm  concentration  ratio  of  80%  based  on 
responses  from  50%  of  all  firms  in  a service  specialization,  what  would  we  expect  if  we  had 
all  the  firms?  Assuming  for  simplicity  that  the  four  firms  in  the  sample  are  the  four  largest 
firms  overall,  then  the  answer  depends  on  the  percentage  of  contracts  sampled.  If  the 
unobserved  50%  resembles  the  observed  50%  (the  mean  contract  does  not  change)  then  the 
pool  doubles  and  the  concentration  ratio  falls  to  40%.  This  is  straightforward  (and  leads  us  to 
think  that  most  of  the  figures  in  our  table  can  be  divided  by  about  three),  but  depends, 
critically,  on  the  two  ifs.  An  unsampled  large  agency  would  dominate  our  calculation,  as 
would  any  systematic  difference  in  sampled  and  unsampled  agencies,  (while  we  are  confident 
that  our  sample  is  good  across  all  services,  we  do  not  necessarily  want  to  form  estimates  by 
service  area.) 

^^See  David  Osborne,  Laboratories  of  Democracy,  Harvard  Business  School  Press,  Boston,  1988 
and  "Ten  Ways  to  Turn  D.C.  Around,"  The  Washington  Post  Magazine,  Dec.  9,  1990. 

^^Weld/Cellucci  Plan  for  Fiscal  Recovery:  1992"  (House  No.  1),  Volume  I,  part  1. 

Massachusetts  Taxpayers  Foundation,  "Can  State  Government  Gain  Control,"  Undated  (c. 
1982). 

^^Lipsky,  Michael  and  Steven  R.  Smith,  "Nonprofit  Organizations,  Government,  and  the  Welfare 
State,"  Political  Science  Quarterly,  Vol.  104,  pp  625-648. 

^^Saloman,  Lester,  ed..  Beyond  Privatization:  The  Tools  of  Government  Action,  The  Urban  Institute 
Press,  Washington,  1989. 

Kramer,  Ralph,  "From  Voluntarism  to  Vendorism:  An  Organizational  Perspective  on 
Contracting,"  Yale  University,  Program  on  Nonprofit  Organizations  Working  Paper  #54, 1982. 
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^^See,  for  example.  Mass  Taxpayers,  op.  cit.,  or  Nessen,  "Purchase  of  Service  Reform:  Final 
Report,"  Office  of  Purchased  Services,  The  Executive  Office  for  Administration  and  Finance, 
January,  1990. 

^^We  wouldn't  argue  that  relationships  and  "history"  play  no  role  in  charitiable  decisions,  only 
that  this  influence  is  less  marked  than  it  is  with  contracts.  The  notable  exception  is,  of  course, 
the  United  Way,  which  forms  long-term  "affilliate"  relationships  with  agencies.  See  SPRG's 
paper  on  charity.  The  Uncharitable  Outlook. 

Division  of  Purchased  Services,  p.l.  The  comparison  is  to  the  so-called  "Component  Pricing 
Catalogue,"  which  estimated  the  "market  price"  for  each  component  of  a contract.  The  report 
also  found  that  a 28%  increase  would  be  needed  to  reach  the  mid-point  of  the  market  ranges, 
and  a 45%  increase  to  reach  the  high  end. 

Division  of  Purchased  Serivces,  p.  15. 

Division  of  Purchased  Services,  especially  pp  16-17.  The  DPS  estimates  suggest  that  salaries 
are  generally  about  14%  too  low,  which  is  about  the  same  as  the  overall  short-fall.  The  report 
finds  larger  deficiencies  in  the  amount  spent  on  fringe  benefits  (the  need  for  a 40%  increase  is 
indicated)  and,  especially,  on  relief  staff  (a  nearly  threefold  increase  is  suggested). 

Nessen,  op.  cit. 

'^^The  failure  to  achieve  a systematic  rate  setting  process  is  evidence  of  the  inability  of  state 
managers  to  use  contract  and  accountability  data  effectively.  In  fiscal  year  1991, 
approximately  three-quarters  of  all  POS  rates  were  "negotiated".  That  is,  they  were  decided 
either  agency-by-agency  or  industry-by-industry  based  on  case-by-case  negotiation  and 
historically  prevailing  conventions.  Nessen  flagged  this  as  a major  flaw  in  the  system  and 
called  for  the  Component  Pricing  system  discussed  in  these  pages. 

“^^Lipsky  and  Smith,  op.  cit. 

'*^Hansmann,  Henry  B.,  "The  Role  of  Nonprofit  Enterprise"  in  Susan  Roce- Ackerman,  ed..  The 
Economics  of  Nonprofit  Institutions,  Oxford  University  Press,  New  York,  1986. 

‘^The  identifying  characteristic  of  nonprofit  corporations  is  that  they  are  subject  to  a 
nondistribution  contraint;  that  is,  they  cannot  distribute  the  surplus  (of  revenues  over 
expenses)  to  the  owners  of  the  company.  Nonprofits  can  have  a surplus.  Indeed,  we  would 
argue,  along  with  others,  that  nonprofits  need  a surplus  in  order  to  grow. 

'^^Hansmann,  op.  cit. 

'^^Counter  to  our  expectations,  we  found  that  for-profit  firms  did  sometimes  receive  charitable 
support. 
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Department  of  Employment  and  Training,  Employment  and  Wages:  State  Summary:  1988. 
The  figure  is  an  estimate  based  on  the  social  services  (S1C83)  category  augmented  with  home 
health  (808),  other  health  (809),  and  other  membership  organizations  (869). 

Smith,  Steven  R.,  "The  State,  Social  Services,  and  Citizenship  Rights."  Unpublished  paper 
prepared  for  the  annual  meeting  of  the  American  Political  Science  Association,  1991. 

Weisbrod,  Burton,  The  Nonprofit  Economy,  Cambridge:  Harvard  University  Press,  1988.  p.l69. 

^°See  David  Osborne,  Laboratories  of  Democracy,  Harvard  Business  School  Press,  Boston,  1988, 
and  "Ten  Ways  to  Turn  D.C.  Around,"  The  Washington  Post  Magazine,  Dec.  9,  1990. 

Weld/Cellucci  Plan  for  Fiscal  Recovery:  1992"  (House  No.  1),  Volume  1,  part  1. 

^^In  the  Midst  of  Plenty,  The  Boston  Foundation,  December  1989,  p.  53.  See  also,  Matthew 
Stagner  and  Harold  Richman,  "Help-seeking  and  the  Use  of  Social  Serive  Providers  by  Wlfare 
Families  in  Chicago,"  Vol.  3 of  Hardship  and  Support  Systems  in  Chicago,  Urban  Institute 
Nonprofit  Sector  Project,  1986. 
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Table  A 1 

Programs  by  Agency  Type 

Program  Type 
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of  total 8%  7%  3%  7%  1%  5%  7%  7%  12%  3%  6%  3%  1%  17%  0%  6%  1%  7%  100% 

CODES:  (MH, Mental  Health) ;(CO.Counseling);(YR, Residential  Youth);(YNR,Nonresidential  Youth) ;( AO, Adult  Offenders) ;(S A, Substance  Abuse);(HE,Health);(EL,Elders);(DC 
(SN, Special  Needs  - Mental  Retardation  and  Physical  Disability);(G, General  program  function) ;( I &R, Information  and  Referral) ;(OH, Other  Housing) ;(0, Other, NEC). 


Table  A2 

Actions  Taken  by  Agency  Type 

Used  Fund 

Reduced  staff  Reduced  staff  Increased  staff  Delayed  Increased  Eliminated  Increased  Reduced  Increased  Consolidated  Increased  balance  or  Deterred  Increased  Increased  line 
level hours hours hiring  volunteer  use  salary  increases  benefits  cost  benefit  package  fees space  fundraising  endowment  Maintenance  borrowing  of  credit 
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Funders 


Arthur  D.  Little  Foundation 
Bank  of  Boston 
Bank  of  New  England 
Boston  Foundation 
Boston  Globe  Foundation 
Campbell  Charity  Fund 
Clipper  Ship  Foundation 
Daniels  Foundation 
Dexter  Charitable  Foundation 
Division  of  Purchased  Services 
Gillette 

Harvard  Business  School 

Houghton  Mifflin 

Hyams  Foundation 

Island  Foundation 

New  England  Telephone 

Old  Colony  Charitable  Foundation 

Theodore  Edson  Parker  Foundation 

Polaroid  Foundation 

Shawmut  Bank 

State  Street  Bank 

Stevens  Foundation 

Sudbury  Foundation 

United  Ways  of  Massachusetts 
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